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Foreword

This book explores two things that are critical to self-governance:
entrepreneurship and culture.

Why entrepreneurship? From the stalls of a Moroccan open market
to the high-tech firms of California’s Silicon Valley, entrepreneurship
is transforming the globe in ways that many who study the world have
yet to grasp. Perhaps they were expecting a different sort of revolu-
tion, one in which the chariot of development—whether socialist or
capitalist—would be drawn by the state. But as The Culture of Entre-
prenenrship shows, we are now witnessing the rise of an alternative
development mechanism. In Latin America and Asia, Eastern Europe
and Africa, a bottom-up revolution—what the Peruvian economist
Hernando de Soto calls E/ Otro Sendero (““The Other Path’')—offers a
new world for the dispossessed.

Why culture? The study of entrepreneurship has haretofore been
dominated by economists. It is not to denigrate their many achievements
to say that when it comes to entrepreneurship, economics doesn't give
us the whole picture. Indeed, many economists intentionally ignore
what some think is the most important element of entrepreneurship:
the influence of social forces such as morals, norms, and values. These
form the framework within which individuals can pursue entrepre-
neurial opportunities. Contrary to what some think, capitalism is not
evil or amoral. In its proper form it encourages such virtues as hard
work, cooperation, resolve, deferral of gratification, and openness to
new thinking.

It is the junccure between entrepreneurship and culture that those
who are interested in self-governance find most fascinating. The Culture
of Entrepreneurship shows that in certain circumstances, entrepreneur-
ship produces its own culture. It is important that this be cultivated,
not least because it runs counter to the culture of bureaucracy that
permeates mature organizations, both public and private. The whole point
of entrepreneurship is to get around problems that others find impassable.
These barrier; are as often institutional as they are technical.

To improve one’s lot by making the world work better appears
to be a universal aspiration. Given the chance, Brigitte Berger reminds
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us, “'individual entrepreneurs seem almost to emerge out of nowhere
in societies without a history of entrepreneurship.” The Culture of
Entrepreneurship is about unleashing that power worldwide.

Robert B. Hawkins, Jr., President
Institute for Contemporary Studies



Preface

The Institute for the Study of Economic Culture at Boston University,
founded in 1985, is a research center for the study of the relations between
culture and economic processes. From its inception it has been especially
concerned with the cultural contexts of entrepreneurship. The chapters
in this book were originally prepared for a conference, *“The Culture of
Entreprencurship,” sponsored by the Institute and held in Indianapols,
Indiana, January 26-27, 1990. The Culture of Entrepreneurship brings together
contributions to this topic from individuals who have conducted research
under Institute auspices with contributions by others, some of them critical
of an emphasis on culture. The conference and the preparation of the
volume were funded by a grant from the Lilly Endowment. [ would like
w0 express my great appreciation to the Endowment, and personally to
Gordon St. Angelo, for this indispensable help.

As the topic dictates, the authors of the following papers come from
a variety of disciplines and insticutions. Brigitce Berger teaches sociology
at Boston University. Don Lavoie and Janet Landa are economists at Grorge
Mason University and York University (Toronto), respectively. David
Martin is a sociologist recently retired from the London School of Eco-
nomics. The following four authors are all connected with business schools:
Gillian Godsell at the University of the Witwatersrand (Johannesburg),
Ashis Gupra at the University of Calgary, S. G. Redding at the University
of Hong Kong, and Richard Whitley at Manchester Business School. Walter
Connor teaches polirical science at Boston University. The research projects
by Martin, Godsell, Gupta, and Redding took place under Institute
auspices. The results of the Martin and Redding projects are contained
in two recently published books, in much greater dewil than could be
presented here: David Martin's Tongues of Fire: The Explosion of Protestan-
vism in Latin America (Blackwell 1990) and S. G. Redding's The Spirit of
Chinese Capitalism (de Gruyter 1990).

Peter L. Berger, Director
Institute for the Study
of Economic Culture
Boston University
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Introduction

This book explores the cultural dimensions of modern entrepre-
neurship. All of the contributors—economists, anthropologists,
sociologists, political scientists, and management experts—have been
impressed by the importance of cultural factors at work in entrepreneut-
ship, just as they have been impressed by the culture-producing capacity
of the modern entrepreneur himself. The authors are in broad agree-
ment that a fuller appreciation of the many-faceted role of the modern
entrepreneur can no longer be achieved within the confines of tradi-
tional academic disciplines; and although the authors do not agree
on every point, they are in accord tha: a more comprehensive approach
to entrepreneurship must be interdisciplinary, comparative, and, above
all, must take culture seriously.

It would be presumptuous here to call for a “paradigm shift"
in the study of the modern entrepreneurial phenomenon, but the
contributors are persuaded that the existing lacunae on factors of culture
in the voluminous iiterature on entrepreneurship need to be redressed.
It is hoped that the interdisciplinary, cross-cultural research outlined
in this volume will clarify entrepreneurship and the revolutionary forms
of cognition and practice embodied in it. Such a revised understanding
of modern entrepreneurship is long overdue. Yert the accumulated data
from disparate fields of inquiry strongly suggest that the modern
entrepreneur is not only extremely productive economically, but also
one of the prime carriers of peculiarly modern modes of cognition
and behavior that are fundamental to modern industrial society.
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We know that throughout human history most people in most
places most of the time have existed in conditions of considerable
misery. Only with the rise of capitalism and its productive dynamics
was a fundamental improvement in the living standard of the general
population engendered in particular societies of the West, slowly
expanding through Europe and North America. For generations social
scientists have been preoccupied with the identification and analysis
of factors responsible for the spectacular transformation of the West.
Although scholars and visionary politicians continue ro debate the
causes of the “'great transformation,”” there can be little doubst that
the progressive improvement in the living conditions and general well-
being is real. Regardless of the significance of particular material and
cultural forces in this transformation process, many, if not most,
scholars have for quite some time recognized the Promethean role
played by a new breed of entreprencurs. Analysts of different persua-
sions tend to agree that the history of the rising capitalist industrial
societies of the West and, more recently, of the nrospering countries
of the Pacitic Rim, is to a large degree also the history of the modern
entreprencur. Rising out of a tangled web of demographic, legal,
technological, material, ideational, and cultural influences, the modern
entrepreneur has emerged as a new social force.

With contemporary social pressures pushing ever larger numbers
of people inco capitalism’s wealth-creating system, its viability depends
on the continued vitality and expansion of its productive powers. A
substantial body of information available today allows us to make two
defensible propositions: first, that the mind-sets of modern entrepre-
neurs and the coincidence of entreprencurial principles with the
mechanisms of the market appear to be singularly useful in circum-
venting the stifling forces of bureaucracy that tend to develop in mature
industries and organizations, including those of governments;' and
second, that the recent history of productive innovation and the spread
of new services was spearheaded by small-scale entreprencurs. Inasmuch
as it appears modern small-scale entreprencurship is peculiarly well
suited for the development of innovative economic activities, it may
well be argued that modern entrepreneurship and the mind-sets peculiar
to it hold a unique potentiul for taking old, established industries
in new directions.?

At a time when capitalist industrial societies continue to prosper
and expand, gradually incorporating other similar economies into their
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productive dynamics, large portions of the population of third world
countries continue to live in stagnant economies and in conditions
of unrelieved wretchedness. Despite forty years of effort by the industrial
nations of the West to improve the lot of the world's poor through
massive capital transfers, global missions, expert interventions, and
a multicude of aid programs, it has become increasingly evident in
recent years that not much has changed.* This stark reality brings
into focus the enormous potential modern entreprencurs hold for the
future of their societies. Research conducted in the underdeveloped
world today demonstrates that individual entrepreneurs, given the
chance, seem almost to emerge out of nowhere in socicties without
a history of entrepreneurship.* Evidence exists that under particular
cultural and political constellations entrepreneurs can make substan-
tial contributions to the formaticn of economically dynamic and
politically viable industrial institutions in stagnant economies. It does
not come as a surprise then that countries across the globe, in the
underdeveloped nations of Africa, Latin America, and Asia, as wel!
as those of economically stagnant Eastern Europe organized under
socializm, have begun to invest increasingly greac hopes in the transfor-
mativnal power of the rodern entreprencus.

This collection of =ssays once again brings into focus the very
different approaches to the study of entreprencurship that traditionally
have divided the social sciences. Today, as in the past, we can roughly
distinguish between two camps, each with its own subdivisions and
vanguards: economists, who on the whole are inclined to sze entre-
preneurship as a variable dependent upon economic factors and largely
independent of culture, and scholars from other disciplines, who tend
to see entrepreneurship as a variable deeply embedded in culture, both
produced by and productive of it at the same time.

Economists, taking as a given the basic motivation to maximize
one’s gain, postulatc that entrepreneurial activities will emerge more
or less spontaneously when economic conditions are favorable. Hence
the members of this camp-—the “‘mainstream’ economists of
neoclassical fame-—emphasize the pre-eminent importance of the
availability of capital, access to markets, labor supply, raw materials,
and technology. They formulate their analyses in terms of “‘economic
opportunity conditions” and “economic risk,” and their analytical
models use a combination of rather narrowly defined, functionally
interrelated factors in more or less mechanistic ways. In contrast,
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anthropologists, historians, psychologists, and sociologists emphasize
in varying and often contradictory terms the influence of noneconomic
factors such as social norms and beliefs, psychological motivations for
achievement, the legitimacy of entrepreneurship, questions of social
“marginality,” and the “internal fit" between any and all of these in
the rise of modern entrepreneurship.

Because mainstream economists with their clearly defined analytical
models currently dominate the discussion and are influential in shaping
present-day economic policies, the analysis of entrepreneurship in
cultural terms has remained elusive. We hear a lot about ““the culture of
organizations” and how different management styles affect productivity
rates, but both the constitutive elements of this organizational culture
and its operation remain only vaguely connected to our understanding
of society and culture. During the 1960s and 1970s—a period preoccu-
pied with the analysis of all aspects of individual and social life in
terms of power relations—analyses of culture received litele attention.
Only in recent years can we observe a renewed interest in the influence
of cultural factors on various aspects of social life, including the economy.
This renaissance has been fueled in no small measure by the dazzling
rise of the societies of the Pacific Rim: Japan, South Korea, Taiwan,
Hong Kong, and Singapore. After exploring exhaustively the relative
significance of all sorts of variables, many analysts have concluded that
Japanese, Korean, and Chinese cultures, in spite of their vast differences,
appear to be particularly well suited to those entrepreneurial activities
that tradicionally have led to capiralist industrialization.

At the same time, their success stories raise many questions,
chief among them why other societies with long traditions of bazaar
activities and technical sophistication have failed to develop similarly
and why in some areas within existing dynamic industrial societies
(such as southern Italy and the inner cities of the United States)
individuals and groups remain resistant to manners of life that are
obviously in their self-interest. By the same token, recent attempts at
perestroika (economic restructuring) in the USSR have shown that
individual entrepreneurs cannot perform magic on command and
that economically productive forms of modern entrepreneurship
cannot be invented overnight. In response to these realities, scholarly
attention has begun to refocus on Max Weber's famous attempt
to explain the rise of capitalism in terms of early Calvinism's ability
to release, harness, and channel modern entrepreneurial energies. But
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the large body of research that has accumulated since Weber's early
formulation also suggests that Weber's pathbreaking cultural analysis
of entrepreneurship and economic dynamics is in need of substantial
revision. Nonetheless, social scientists like Peter Berger have argued
that while Weber may have erred on details, and while the broad strokes
of his comparative cultural analyses need empirical substantiation,
modification, and, at times, revision, he nonetheless asked the right
kind of question. Weber's shortcomings, Berger points out, in no way
invahdate a cultural approach to the study of social phenomena, in-
cluding those of the economy.’

These chapters on entrepreneurship should be seen as building
blocks forming a conceptual frame for the systematic analysis of the
cultural dimensions of modern entrepreneurship, rather than as the
finished product itselt. Much hard thinking and focused research is
needed before an empirically secured and polished theory of the culture
of entrepreneurship can be ser forth,

The contributors to this bouk participated in lengthy and often
heated discussions of their research during the workshop *“The Culture
of Entreprencurship,” raising difficult and sometimes even antithetical
questions. Differences are of course inevitable among scholars trained
to think in different ways; at the same time, their distinct approaches
and diverse findings frequently complemented one another in a sur-
prising manner and also illuminated the importance of the cultural
dimensions in entrepreneurship instead of diminishing them. Other
differences could not be resolved easily and are in need of furcher
exploration. This holds particularly true with regard to a clear and
workable definition of the central concepr of culture as well as that
of entrepreneurship. Because of the centrality of these concepts, a few
comments are in order here.

It cannot be our task to inundate the reader with the myriad defini-
tions of culcure that have been advanced and discarded by scholars
over the years, only to resurface without agreement time and again.
Rather than providing a summary of the debate between the two major
camps—the more restricted emphasizing symbolic dimensions, and
the more inclusive embracing the total way of life of a people—the
contributors to this book found an inclusive conceptualization of culture
to be of the most utility for their purposes. Culture as understood in
the chapters of this volume encompasses the totality of life of distinct
groups of people, their interpersonal relations and attitudes as well
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as their values, beliefs, norms, and cognitive styles. It is important
to keep in mind that “‘culture” is an ideal-typical concept constructed
for heuristic purposes and that it rarely exists in pure form in social
reality. It should also be emphasized that distinct *‘manners of life”
are not only characteristic of different societies at any given moment
in time, bur may coexist within a particular society. As many scholars
have pointed out, cultures are as varied as nations, ethnic groups,
religious sects, occupational groups, companies, and clubs. Indeed,
any collection of people whose thinking and practices are distinct
from that of others may be said to have a culture. Although some
anthropologists oppose formulations that emphasize the uniqueness
of particular cultural constellations, the contributions to this volume
are united by their search for common constitutive elements of entre-
prencurship across cultures and over time. It is hoped that the chapters
may help to achieve greater clarity in theoretical formulations chat have
preoccupied the social sciences for some time. The authors of these
chapters are further united in broad agreement that culture itself is
not an immutable entity, but is perpetually in the process of birth and
rebirth and thereby potentially always open to change. Hence it is
important ro emphasize that the conceptualization of “the culture of
entrepreneurship™ in the analytical schemes of the contributors ro this
book in no way implies that the culture of modern entrepreneurship
is closed to groups of people who are lacking in this tradition. Any
culture is available to any group at any time, provided external
conditions (as well as social values, practices, and norms) permit and
encourage new patterns to unfold and take root.

A similar argument has to be made with regard to the conceptualiza-
tion of the economic activity called entrepreneurship. In the surfeit
of hooks and articles written on the nature and role of the entrepreneur,
we find a great variety of propositions about who the entrepreneur
ts, what he does, and what makes him vital to the economic process.6
Suffice it to observe that different writers have identified characteris-
tics such as motivation for profit, skepticism, open-mindedness, willing-
ness to take risks, and the ability to innovate (that is, to combine
familiar components in new ways rather than invent the components
themselves), make purposeful decisions, and persevere in the face of
adversity as being essential to entrepreneurship. Empirical evidence
suggests that a combination of characteristics appears to be at work;
none is insignificant. From a larger historical perspective, however,
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it can be observed thac the shifting emphasis on the supremacy of one
entrepreneurial funceion over another may perhaps reflect che shifting
needs of the economy at particular points in history in the mind of
particular authors.

With a few notable exceptions, most economic theorists of
encrepreneurship share the point of view that entrepreneurial activities
are a response to exogenous forces in the market system. Alchough
ecoinomists like Schumpeter, the Austrians, neo-Austrians, and cheir
followers have successfully expanded the interpretational schemes of
“mainstream’’ economy to include some social and even culeural factors,
virtnally all continue to be beholden to the methodological individ-
ualism of “"Robinson Crusoe economics.” If noneconomic factors are
taken into consideration, they are typically cthose percaining to the
political-economic system, while wider questions of society and culeure
remain largely ignored. Few have tried to enrich their studies from
a cross-cultural and historical perspective, and even fewer have
actempted to come to grips with the changing nature of cultures and
society. Because entreprencurship is embedded in culture, such
dynamics must be incorporated into our studies of it. It is this gap
in the research that the contributors to this book seek to redress. For
most of them, modern entrepreneurship is a distinctly new variant
of a timeless species, created and sustained by culture and creative
of it at the same time.

Though emphatic about the importance of cultural factors in
entrepreneurship, the authors in this book were unable to agree on
a definition of entrepreneurship itself. The many definitions of entre-
prencurship gravitated around two conceptualizations: the first tends
to identify entrepreneurship with small-business activities and the
second with a cluster of behavior patterns and psychological propen-
sities such as innovation, decision making, and risk taking. The auchors
were dissatisfied with the first because there are many small businesses
that are not entrepreneurial and large businesses that are. At the same
time, the authors were only too aware of the inherent weakness of the
second definition because all of the identified traits can also be found
in noncconomic activities and evidence shows that many modern
economic activities do not necessarily depend upon such rtraits.

No book on the culture of entrepreneurship can afford tc keep
the definition of its central theme in limbo; hence, fully cognizant of
the complexities of the question and at the risk of cransgressing against
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the preferences of some of the authors, an ad hoc definition will be
proposed that admittedly reflects the editor's own predilection: Entre-
preneurship is an innovative and value-adding economic activity. The
individual, for example, who takes a few battered vehicles and turns
them into a taxi service, thus providing new services, new employ-
ment opportunities, and a new source of tax revenues may be
considered an entrepreneur. (The example describes the formation of
SABTA, the South African Black Taxi Association.)

Progressing from more theoretical expositions to comparative case
studies and ending with the search for entrepreneurs, these chapters
present the distinct analytical approaches of their writers. From the
intellectual perspectives of their own academic discipline, the authors
explore the influence of cultural dimensions in their own research
on entrepreneurship.

Brigitte Berger's chapter, ““The Culture of Modern Entrepreneut-
ship,” explores in a general way cultural factors that give rise to a
distinctly novel form of entrepreneurship. She presents a first, and
tentative, delineation of a cultural approach to entrepreneurship that
is capable of accommodating a varicty of other approaches as well
as questions of the relationship between culture and entrepreneurship
in societies that have not yet developed an entrepreneurial tradition.
In the hope of s.imulating new research in seerningly unconnected areas
of inquiry, she proposes that the study of entrepreneurship will profit
from using the findings from other research efforts—in social
demography, social hisiory, East Asian economies, urban migration
in the third world, the new role of the household and women in
economic development, and the unjustly ignored research on the role
of those “mediating structures’ that link micro-level activities to the
formation of social institutions on the macro-level of society. Equally
important, she argues that the study cf encrepreneurship in tura may
inform some of the core understandings of these areas of inquiry.

Don Lavoie, in ““The Discovery and Interpretation of Profic
Opportunities,” presents a sophisticated and systematic explication
of the creative processes of discovery and interpretation that are integral
to entrepreneurship. He argues that “entrepreneurship necessarily rakes
place within culture, is utterly shaped by culture, and it fundamentally
consists in interpreting and influencing culture.” In his attempt to
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substantially modify the Kirznerian theory of entrepreneurial decision
making, he takes neo-Austrian conceptualizations of entrepreneurship
in new and exciting directions. Lavoie's “'interpretative approach” to
the inner functions of entrepreneurship not only presents a challenge
to the methodological individualism of “mainstream’ and ““market-
process™ economics; his phenomenological-hermeneutic frame of
analysis appears to hold considerable promise for attempts in economic
analysis that seek to link on the micro-level to those on the macro-
level of society.

In “*Culrure and Entrepreneurship in Less-Developed Societies,”
Janet Landa confirms the cultural embeddedness of echnic enterprises.
Sorting out the viability of various economic approaches for the
continued success of ethnically homogeneous middlemen groups such
as the Chinese in Southeast Asia, the Indians in East and Central Africa,
the Lebanese in West Africa, and the Jews in medieval Europe, she
demonstrates how cultural factors both allow a particular group to
succeed and reinforce the group’s homogeneity. Arguing against
“individual actor” approaches basic to ‘‘mainstream’ economics as
well as a variety of alternative mcdels, and citing anthropological and
sociological literature, she present the broad contours of a “‘trans-
action cost-cultural approach” to a theory of ethnically homogeneous
middlemen groups. Although some members of the “‘Culture of
Entrepreneurship” workshop took strong exception to Landa’s attempts
to couch lLer analysis in the terms of sociobiology, her economic
analysis demonstrates convincingly that markets can be organized by
culturally specific norms, which pattern behavior as well as economic
transactions in ethnically homogeneous groups and do not depend on
regulations and laws. Beyond this, her research also suggests that
rationally constructed economic systems, regardless of the fine tuning
of regulatory controls and diverse legal mechanisms, largely depend
on the support of a culture-specific normative order and perhaps cannot
function without ir.

David Martin, in his pathbrezking ‘“The Economic Fruits of the
Spirit,” based on research in Latin America and reported in more
detail in Tongues of Fire (1990), argues that the Protestant spirit held
by Max Weber to have been instrumental in the rise of capitalism
in the West is today alive und flourishing among segments of the
urban poor in Latin America. His conclusion, reminiscent of one of
Brigitte Berger's arguments, though altogether independent of it, is
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that Pentecostal and fundamenralist sects have generated a dynamic
process among impoverished groups in the teeming cities of Brazil,
Chile, and Guaremala that fosters entrepreneurial activities. Taking
issue with a generation of analysts who tended to interpret Latin
American conditions and prospects in terms of Western imperialism
and economic dependency, Martin argues that the Protestant spirit
has “gone native” in parts of Latin America. For what appears to be
happening today cannot be understood as an act of celeural
imperialism, nor may it be regarded as an isolated phenomenon
lacking in consequence. Though reluctant to “activate once again the
Weberian debate concerning a collusion between the original spirit
of Protestantism and the genesis of capitalism,” Martin nonetheless
proposes that the Protestant sects in contemporary Latin America
function to reform the manner of life of often desperately poor people
who have been left out for all too long. He insists that it is too carly
to say whether this newly emerging entrepreneurial culture has the
potential to produce a new form of Latin American capitalism, yet
he finds it hard to imagine thar it will not hold far-reaching cultural
and perhaps even political-economic consequences.

In her carefully researched “'Entrepreneurs Embattled,” Gillian
Godsell tests the economic culture hypothesis of distinct entrepreneurial
traditions and constellations for three ethnic groups: Indians,
Afrikaners, and urban blacks in South Africa. She finds that both South
African urban blacks and Afrikaners are markedly lacking in entre-
preneurial traditions, while South African Indians command a deeply
rooted entrepreneurial culture of long standing. Hence South African
Indians, she argnes, embedded in “‘organic networks” and communi-
ties, have been remarkably successful in circumventing the massive
legal and political strictures of the politics of apartheid, while the other
two groups have had considerably greater difficulty responding to entre-
preneurial challenges. Afrikaners, with their historical affinity to land
and agriculture, have tended to respond hesitantly and inadequately
to the opportunities provided for them, and to this day the Afrikaner
entrepreneur operates cn his own without the supporting mediating
structures of his community. Black small entrepreneurs in the townships
and other restrictive settings, on the other hand, labor under a double
burden. Neither anchored in a cultural tradition supportive of ethnic
entrepreneurship nor encouraged by the political and legal realities
of apartheid, the black small entrepreneur is a solitary and beleaguered
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individual. Godsell's work demonstrates convincingly how faccors of
culture shape the response to economic challenges and provides us
with a decper appreciation of the problems of the political economy
in the postapartheid South Africa of the future.

Ashis Gupra’s chapter, "'Indian Entrepreneurial Culture,” is based
on extensive interviews with Indian entreprencurs in Bengal and
Eastern India. “Every Indian,” says Gupta, *'is an entrepreneur.”
Throughout a long history with a bewildering variety of factors rang-
ing from geography, rcligion, cultural traditions, forces of imperialism,
the vagaries of the present-day political economy and 'deologies,
individual Indian entrepreneurs have functioned and prevailed. His
explorations of variables intrinsic to business (such as control and deci-
sion making) as well as chose like family, religion, and nationalism
extrinsic to it convey a complex picture that defies easy categoriza-
tion and raises mary questions. Nonetheless, through the analytical
prism of entrepreneurship Gupta is able to present a fascinating picture
of growth and decay in the West Bengal of ioday. He demonstrates
how the fiercely competitive entrepreneurial subculture of ethnic
Mawaris has replaced a once dominant entrepreneurial group of
Bengalis, who, over time, have lost their competitive edge. Gupta's
research once more demonstrates that even within a quintessentially
entrepreneurial society and in the face of a political economy that treats
ethnic groups equally, subculeural differences are of considerable
significance in economic affairs.

In trying to provide a theoretical ccitexr for his research on the
phenomenal success of the overseas Chinese of Hong Kong, S. Gordon
Redding, in “Culture and Entrepreneurial Behavior among the
Overseas Chinese,” explores whether his data allow for the construc-
tion ot an “"East Asian model of development’ distinct from that of
Western industrial capitalism and Soviet bloc industrialization. Mining
a rich lode of empirical data on Hong Kong entrepreneurs, Redding
proposes that a distinctive “spirit of Chinese capitalism’ has been
largely responsible for the economic progress of overseas Chinese.?
The constitutive elements of the overseas Chinese entrepreneurial
ethic—and perhaps also the distinctive organizational structure of
overseas Chinese businesses in general—Redding argues, are derived
from aspects basic to the Chinese family and the Confucian ethic.
Arguing for the existence of a distinctive East Asian model of develop-
ment, Redding confirms the Weberian proposition that there can be
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“no capitalist development without an entrepreneurial class; no
entrepreneurial class without a moral charter; no moral charter without
religious premises’’; in the case of the overseas Chinese, of course,
we see a distinctly non-Protestant ethic at work.

Richard Whitley, in “The Revival of Small Business in Europe,”
presents a structural argument challenging the general culture bias of
this book’s other chapters. His summary discussion suggests that “‘the
increasing significance of small businesses in many European coun-
tries since the mid 1970s is as much a result in large firms’ policies
and practices as a consequence of an upsurge in ‘entreprencurship’
in Europe.” He makes a strong argument that changes in the economic,
social and, above all, technical environments have helped create a new
type of entrepreneurial dynamic. Although Whitley's findings do not
fundamentally undermine the cconomic culture hypothesis, they
nonetheless reveal the need for more systematic analyses of the links
between dimensions or'structure, individual norms and behaviors, and
mediating structures that serve to link the micro-level of society to
that of the macro-level on the other.

In the last chapter of the book “The Rocky Road: Entrepreneur-
ship in the Soviet Economy 1986-1989," Walter D. Connor provides
a thought-provoking account of a nonentrepreneurial culture trying
to create—Dby government fiat—market dynamics dependent upon en-
trepreneurial acrivities. Connor's highly informative report on the Soviet
economy reveais a society that lacks the legal, property, and raxation
structures necessary for the market to operate and a culture in which
public resentment and suspicion of entrepreneurship runs high. Many
Soviet citizens, it seems, prefer ‘'shared poverty” to opportunities
for achieving individual material wealth. In an afterword written in
May 1991, Connor observes that the number ot cooperatives—the
preferred Sovier “entreprencurial’” mechanisms under perestroika—
continues to increase and that most recent public opinion polls in-
dicate a slowly growing public acceptance of the restructuring of the
Soviet economy in this manner. It may not be far-fetched to conclude
that, in the absence of a supportive entrepreneurial cuiture at the
bottom of society, the Soviet attempr at a fundamental reconstruction
of the economy from above may well provide academics of the future
with an important opportunity to test empirically the primacy of the
structural versus the cultural argument.



Brigitte Berger

2

The Culture of Modern
Entrepreneurship

The aim of this chapter is threefold: to identify major cultural factors
behind the rise of a distinctly modern form of entrepreneurship, to
set forth the contours of a cultural theory of entrepreneurship broad
enough to integrate a variety of approaches, and to explore the rela-
tionship between culture and entrepreneurship in societies other than
the West—including those that have never developed an entre-
preneurial tradition. This far-flung exploration draws from research
findings from disparate and seemingly unconnected areas of inquiry—
social demography, East Asian economies, urban migration in the
third world, the roles of households and women in economic develop-
ment, and the contributions of the mediating structures that link
the activities of individuals and small groups on the micro-level of
society to the formation of social institutions on the macro-level.
Statements as sweeping as the ones developed in this chapter call
for considerable caution, of course. Indeed, much of what follows
should be understood as a first attempt to provide “building blocks”
for a general cultural theory of modern entrepreneurship, ~ather than
a cogent and integrated theory itself.

The Study of Cultural Dimensions
in Entrepreneurship

Economists have generally seen entreprencurship as an effect of a
constellation of particular economic conditions, rather than as a cause
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of their growth. Even economists as broadly based as Albert Hirschman!
and Alexander Gerschenkron? tend to downplay the significance of
entrepreneurship, arguing that if economic conditions are not favorable,
entrepreneurship will not emerge and societies will remain stagnant.
Burt once economic opportunity conditions are in place, economists
argue, entrepreneurs will make their appearance and serve, analogous
to an electric system, as a sort of conductor by means of which energy
is transmitted from one point to another. In a second analogy, one
borrowed from the process of spontaneous combustion, entrepreneurs
are seen as catalysts “'providing the spark™ for economic development,
By extension, economic deterniinists typically see all individual and
social expressions, including values, beliefs, and consciousness in
general, as functions of external forces among which those of the
economy figure prominently.

Such concepts of entrepreneurship, I wish to argue, leave much to
be desired. To stay within the analogies just cited, I would propose that
culeure is the conductor and the entrepreneur is the catalyst. This pro-
position obvicusly needs further theoretical and empirical clarification.

Economists often fail to make a theoretical distinction between
economic development and modernization. The two concepts, however,
just as the two processes, are essentially separate though clearly
intertwined phenomena. While economic development is enormously
important, it is only one part of the overall process of modernization
that includes the transformation of the social, the cultural, and the
political sphere along with that of the economy.? Social scientists other
than economists have generally recognized thar while an industrial
system can be superimposed on nonindustrial cultures, the system will
remain alien and thus cannot take root. It will not flourish unless
concomitant, perhaps even prior, changes have occurred in the
institutional structures of a given society as well as in the consciousness
of its individuals.

A few empirical examples may serve to illustrate what is at issue
here: “mana’” —the celebrated magic force in the form of oil—has in
no way helped to speed up cultural modernization either in Arab
countries or in Nigeria. Lack of oil and raw materials, in contrast,
has not prevented the rapid transformation of Japan, Hong Kong, and
South Korea in the past, nor does it prevent Thailand or Sri Lanka
from modernizing today. By the same token, recent studies on the efforts
of governments to improve literacy rates in selected countries have
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not revealed any relationship between expenditures in instruction and
the speed with which literacy rates rise.?

Examples such as these suggest that modernization cannot be
understood primarily as a preduct of economic mechanisms and
material wealth simply as a result of improved living conditions. Rather,
modernization demands to be considered as an independent social
variable, which more often than not precedes economic development.
Social demography is particularly instructive here. The findings of the
Cambridge social demographers around Peter Lasletr, Alan MacFarlane,
and Anthony Wrigley may serve as points of reference. On the basis
of exhaustive research on the social history of England before and
during the “great transformation,” these scholars along with the
annalistes in France and social his:orians on the European continent
have not only thrown many of the dogmas long held by scholars into
question but also, most significantly, have shown that the Industrial
Revolution in the West was an effecr rather than a canse of changes
in people’s patterns of behaving and ways of thinking. Alan
MacFarlane's recent The Culture of Capitalism (1987) has made a
particularly important contribution to this argument. Detailed, often
minute studies of specific population groups at particular moments
in time provide an inkling about the complexities of a process in which
cultural and economic factors work in tandem. In observing the degree
of their interpenetration, one is tempted to argue that culture and
economy are “twin-born,” the one being a reflection of the other in
more ways than one.

A historical case study may serve as an illustration. Few are better
suited for the demonstration of the ways in which cultural and economic
factors interact than Rudolf Braun's study of the demographic transition
of the Swiss Canton of Zurich at the turn of the eighteenth century.’
The transition itself was fueled by the inner dynamics of the “proto-
industrial household,” a type of household that best applies to that
seginent of rural artisans and peasants engaged in the cottage work
system of “putting out” typically connected to the emergent textile
industry of that period. Braun's historical description provides us with
unique opportunities to glean the interactive relationship between
family-rooted patterns of behavior, values, beliefs, and thought on the
one hand, and a new type of productive activity that became available
at that time. Our of a peculiar constellation of individual preferences
and a value system that emphasized new patterns of individuation
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(such as individual drive, self-regulation, and autonomy), coupled
with economically instrumental habits of work and savings, a new
general culture emerged that served the advancement of families
and individuals alike.

On the individual level the putting-out system provided for the first
time opportunities for individualized courtship, marriage, and the
creation of one's own domestic sphere. Moreover, the formation of
a proto-industrial household was the desired way of life for many. Since
it was available to anyone who cared to take it up, it was potentially
democratic. The new patterns of behavior and work emerging in this
fashion from a household-centered form of production rendered
tangible results relatively quickly and came to serve as a model to be
emulated by many. It may be of some importance to note that the
newly emerging way of life did not appeal to those embedded in the
traditional structures of peasant life and land ownership; rather, the
proto-industrial household became the “'preferred option” of the poor,
the underprivileged classes, the marginal and roving segment of the
population ac that time. On the structural level, this type of household
production fostered a new structure of consciousness and pracrices
which, when put into action on a large scale, were precisely those that
served as necessary preambles to the industrial revolution.

Examples such as this indicate that the birth of modern industrial
culture is recred in the values and practices of many small domestic
groups. It is here that moders. society found its anchor and its engine.

It would, of course, be foolish to deny that external factors of
production and technology as well as those of law and politics had
no influence on this process. In their mascerful Rise of the Western World:
A New Economic History, Douglass North and Robert Thomas have
detailed many of these external factors.® Yet Rudolf Braun's prescient
conclusion to his demographic transition study is important to
remember: it was ‘‘not industrialization that altered the customs
and usages of matrimony, industrialization simply provided a large
segment of the rural population the material possibility of starting new
ways."'7 These new ways, we may add, were motivated and carried
by strong sentiments of familism.

By the same token, the influence of the Protestant ethic so central
to Max Weber's brilliant theory of modernization is also important.
Subsequent materials—including memoirs, novels, and pamphlets
depicting life of this period—underline the influence of Protestant
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sectarianism that provided a more i charter for the emerging industrial
culture in Protestant Europe. In going through extensive historical
records, one is frequently tempted to argue that an “elective affinity”
(the term is Weber's) must have existed between the “'proto-industrial”
household and the Protestant ethic. The question that suggests itself
here is whether perhaps the Protestant ethic itself could emerge only
from within the type of household just described, a question that Weber
ignored. From a broader perspective one could plausibly argue that
becausc it made sense and supplied meaning to many, the Protestant
ethic became firmly ensconced in this type of household. Once it was
accepted by many, the Protestant ethic in turn reinforced mind-sets,
behavior patterns, and productive styles that had their origin in a
new kind of familism.

Together, familistic sentiments, the Protestant ethic, and new forms
of production required and emphasized hard work, frugality, individual
accountability, and reliability, as well as habits of self-regulation and
personal drive. They fostered cognitive modes of rational calculation,
of doing things for cheir instrumental utility, and of rationally balancing
defendable risk against mere adventurisin.

Thus it is legitimate to argue thar these mind-sets born out of
an interpenetration of familial sentiments, ethical maxims, and
productive activities had to be in place before entreprencurism could
emerge on a large scale. A first attempr that links the “‘manner of life”
of a newly rising lower-middle stratcum in the Calvinist areas of the
low countries, England, Scotland, and Switzerland to later develop-
ments and that identifies this manner of life as the catalyst for the
transition to industrial capitalism was attempted by Gianfranco Poggi
in a recent essay.® Although much more detailed research on the
social origin of entrepreneurs in the nineteenth century is necessary,
evidence already available permits us to argue that modern entre-
prencurship is rooted in the values and practices of many small groups
in provincial communities.?

Building Blocks for a Theory of the Culture
of Modern Entrepreneurship

In what follows, I wish to argue that the modern entrepreneur is a
derivation of the bomo economicus of economic literature. Because modern
entreprencurs were the product of ideational and material constellations
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novel in history and produced cultural forms able to revolutionize the
world, they embody, we could argue, a new species of encrepreneur-
ship altogether. Entrepreneurial activities flourished in earlier periods,
of course, along with traditional entrepreneurs. Today we know much
about artisans and merchants in prehistoric times, in antiquity, and
in the traditional bazaar economies of the Mediterranean, Asian, and
Near Eastern worlds. No doubt capital, sometimes even a great amount
of it, was amassed by some—the merchant princes of Renaissance Italy,
for example. Yet, taken together, these traditional entrepreneurial
activities neither led to the formation of capital ame ¢ the popula-
tion at large nor made for economic growth in general. Commentators
as far apart as Adam Ferguson and Fernand Braudel have depicted
a propensity toward economic activities among the majority of medieval
capitalists in almost identical terms. The craditional capitalist’s
mentality rested on the diccum A profic is a profit, however it is
acquired.” ' Work atcicudes were easygoing, and life revolved around
holidays and the enjoyment of the “good things in life,”” often manifested
in conspicuous consumption. The richer tradicional capitalists invested
in all forms of business activities, including moneylending, tax farming,
and colonial adventures, while the majority of srall merchants, traders,
and artisans appeared to have been content with making a comfort-
able profit that allowed them and their families to reproduce the
material standards of living to which they had become accustomed.
To quote a more contemporary summary of the traditional entre-
prencur’s cast of mind: " An atticude of resignation, involving under-
consumption of goods and services combined with overconsumption
of leisure . . . seems to have been the ‘natural’ atticude of man in most
societies over long stretches of history.”!!

We cannot doubt that something happened during the seven-
teenth and eighteenth centuries in Europe chat dramatically changed
what the Dutch historian Jan Romein called “‘the common human
condition.” Much of this change has to do with the rise of capitalism,
the emergence of science and technology and its spread into further
aspects of individual and social life, and the formation of new modes
of living and thinking, first in small groups and gradually in the popula-
don ar large. How precisely these various sets of factors interarted
remains a subject of considerable debate even among analysts who
take cultural explanations seriously.
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The Weberian Proposition

Among the various explanations of the rise of the modern world, that
undertaken by Max Weber in his brilliant The Protest..nt Ethic and the
Spirit of Capitalism may serve as the best available foil for a first attempt
to identify the constitutive elements of the culture of modern entrepre-
neurship.'? Weber, in arguing that the Protestant ethic provided “‘a
necessary though not sufficient precondition™ for the rise of capitalism,
sought to link profound historical transformations to fundamental shifts
in individual motivations, behavior, and cegnition. Early Calvinism's
double doctrines of individual *“'vocation™ and *‘salvation’’ released
and harnessed new entrepreneurial energies. No good would be served
in recapitulating the various steps of the Weberian argument here,
nor can we enter into the many disputes this thesis has provoked. Those
who wish to inform themselves on the current status of the debate
will do well to consule Gordon Marshall's In Search of the Spirit of
Capitalism and Gianfranco Poggi's Calvinism and the Calvinist Spirit: Max
Weber's Protestant Ethic as well as Alan MacFarlane's already mentioned
book.!? For the purposes of our argument here I shall simply summarize
the main elements of this shift in individual behavior.

Of singular importance is the shift in the attitude coward work.
Under the influence of Calvinism, Weber argues, work was transformed
from a technique for survival and crude profit making into a tool for
“salvation” by and for the individual. In this shift, individuals became
dislodged from their embeddedness in family and kinship and received
a new autonomy. While the activity of work was “sacrilized,” it became
secularized and eventually developed into an end in itself. Interpersonal
relations in all spheres of life, but particularly in those relating to trade
and commerce, were transformed as well. Because Calvinism's stern
commands required absolute honesty in all dealings and enjoined
individuals to keep their promises, it created a basis for individual
responsibility and the opportunity for trust outside the immediate
family to emerge. The individual, furthermore, was required to give
account daily to God on everything he or she did. This demand
profoundly influenced the world of business and perhaps was even
responsible for new methods of accounting. Historians of sentiments
like Norbert Elias have located here the source of the modern
“bookkeeping” mentality that was to leave an indelible imprint
on the modern psyche. !
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In addition, new patterns of individual behavior, stressing diligence,
reliability, fidelity, and responsibility in all macters emerged, reinforced
by mechanisms of what today we would call “‘peer pressures.” Because
individuals were expected to live up to the demands of their exacting
and relentless God, daily and continually, a new element of application
and strife entered their lives. This constant living up to expectations
gradually took on its own autonomous dynamic.

As for society itself, in emphasizing Calvinism's “‘innerworldly
asceticism,” Weber shows how the command to lead a life of simplicity
and frugality led to the amassment of capital, just as he shows how
early Calvinists, unable to tolerate the psychological pressures created
by the uncertainty over their salvation after death, beg. 1 to ““cheat”
on their God: prosperity in this life was interpreted as a signal of such
salvation. And again secularized and vulgarized in the course of time,
worldly success and prosperity came to be accepred broadly as signs
of individual worth,

In this way, in the “innerworldly asceticism™ of carly Calvinist
“communiries of saints,” a way of life was born that added up to the
methodical self-regulation that Weber found so well-adapted to the
requirements of modern “‘rational’ capitalism. As an “‘unintended
by-product” of this manner of life, capital grew on a large scale for
the first time in history. Since individuals were not permiteed to indulge
in the luxuries capital could buy, they were bound to invest and reinvest
it perpetually. The consequences of this new moral system, Weber
argues, made possible the “'qualitative transformation and the quan-
titative expansion” of an entirely new manner of life, which, in turn,
gave form and meaning to the development of modern capitalism.

The Effect of Weber’s Theory on the Social Sciences

Among those social scientists committed to a cultural analysis of the
entreprencurial phenomenon, those by psychologists deserve our
attention briefly, if only to demonstrate the necessity for separating
psychological factors of entrepreneurship from those of culture. A
substantial body of research in the tradition of David McClelland has
been =bic to identify psychological factors undergirding entrepre-
neurship.'> [ have no quarrel with this type of research. Let it be
stipulated that different individuals possess drive and motivation in
differcnc degrees. Most likely these differences resule from a complex
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process of socialization in which psychological, even genetic, factors
interact in a variety of ways with thos * of family and sociai class. But
it is important to keep in mind that it requires cultural conditions
to give form and direction to individual potentials. In one type of
culture, individuals measuring high on the entrepreneurial motiva-
tion scale may become successful businessmen, and in another type,
they may invent a new twist in the ritual of shamanism. In either case,
to return to our earlier analogy, it is culture cthac serves as the conductor,
and the entrepreneur is the catalyst.

Others researching the significance of cultural factors in entrepre-
neurship have insisted on the importance of the legitimacy of entre-
preneurship. For instance, Joseph Schumpeter, P. Kilby, and Peter
Marris and Anthony Somerset discuss the need for a hospitable social
climate for entreprencurship to unfold.'s In the minds of some,
Alexander Gerschenkron for instance, elites can effect such a climate,
while others like Talcott Parsons and Neil Smelser, Fred W. Riggs,
and Everett Hagen write about the influence of role expec:ations and
values and norms in general in the formation of a social climate
legitimating entrepreneurship.!” These cultural factors, one would
assume, can all be significant in creating an entreprencurial culture.
For the sake of intellectual integrity, however, I have to report that
historical researcii demonstrates that entrepreneurship has emerged
even in the absence of such legitimacy.

Equally inconclusive is the evidence of research on marginality,
in which two opposing views confront each other. On the one hand,
some like Everett Hagen, point out that entrepreneurs tend to be
recruited from individuals and groups (religious, ethnic, migrant,
second sons, and others) at the periphery of societies historically lacking
an entrepreneurial tradition. On the other hand, others argue that in
societies where entrepreneurship is a mainstream, if not a preferred
form of economic activity, marginal groups, such as racial and ethnic
minorities in the United States or urban migrants to the slums of third
world cities, are denied entrepreneurial opportunities. No matter how
one manipulates the empirical evidence, the fact remains chat not all
marginal groups become entrepreneurial in the firse type of society.
In the second type of society, like the United States, not all minorities
fail to take a foothold in entrepreneurial activities, as the case of
Chinese, Greek, and Asian immigrants clearly shows.
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Toward an Integrated Theory of the Culture of

Modern Entrepreneurship

In addition to the research just discussed, additional factors have
recently been explored by those who seek a cultural explanation of
entrepreneurship, such as the role of nationalist ideologies or the
importance for entrepreneurs to gain power or control over resources
and facilities. Obviously, many of these factors can and do play a role
in the formation of entrepreneurship, and an empirically grounded
cultural theory of modern entreprencurship will have to sort out the
validity of these claims individually. The approach developed in this
chapter, however, insists that any analysis of individual cases of entre-
preneurship—whether now located in history or in the contemporary
world, in underdeveloped or in advanced industrial societies—must
take into account the interpenetracion of ideational and nonideational
factors, including those of the economy, technology, and the polity.

Moreover, the cultural approach delineated here in its general
contours is broader than common usage suggests. It encompasses all
the shared ways of thinking, believing, understanding, and feeling as
well as those of work practices, consumption, and social interaction
in general. Slowly and incrementally the elements that constictute a new
manner of life becon.e habituated, routinized, and eventually institu-
tionalized, provided political realities permit them to unfold. In
addition, the force of ideas must be powerful enough to enable
individuals and groups to transcend the limitations of frequently stifling
traditions and other obstacles in an often hostile world.

This kind of culeural approach to entreprencurship, I would suggest,
is capable of showing how economic growth develops from the *‘bottom
up,”’ not from the "“top down.” The process is fueled by the efforts
of individuals and their groups to achieve a variety of goals, among
which economic profit and self-advancement compete with others.
Moreover, in this fashion ordinary individuals in their everyday
activities, in their habits, practices, and ideas, create che basis for other
distinctly modern institutions to emerge that may mediate between
them and the distant, large-scale structures of society. Institutions of
democratic capitalist socicties—as expressed in law, education, the
class structure, and the like—are usually seen as “functionally” relaced
and interdependent. This, [ think, is quite correct as far as it goes. What
is frequently ignored, however, is that all institutions have common
sources and continue to depend on the same constitutive forces that
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made for their rise in the first place. Frequently overlooked as well
are questicns relating to the rootedness ot all modern institutions in
a particular moral system—aquestions that have occupied philosoph-
ically inclined ubservers since Alexis de Tocqueville. Indeed, today
questions of this sort are asked by a number of scholars who seek to
relate the rise of East Asian capitalism to the Confucian ethic.

On a different plane of analysis, we attribute the abiding power
of Weber's explanatory scheme to his ability to show how the expan-
sion of what he called the “instrumental rationality” characteristic of
the modern entrepreneurial phenomenon also impelled the formation
of distinctly modern institutions in all spheres of life, the public as
well as the private. The degree to which the forces of rationalization
responsible for dislodging individuals from their embeddedness in
nature, religion, and traditior. continue to shape contemporary and
future developments is the study of some current researchers, partic-
ularly those iniluenced Ly Hansfried Kellner.!8 Closely related to this
approach, Peter Berger, Brigitte Berger, and Hansfried Kellner in The
Homeless Mind: Modernization and Consciousness sought to identify elements
of cognitive style that distinguish modern consciousness, including those
typical of economic activity.!? In their view, modern consciousness
has a pronounced propensity to combine and recombine empirically
accessible components incessantly and relate them to entrepreneurial
activities. In this way an interpretational scheme can be developed
that understands the modern entrepreneur propelled by a mind-set
peculiar to him to combine and recombine various elements of his
activities for the achievement of rationally calculated ends including
interaction patterns intersubjectively dzrived. Thus it is theoretically
possible to comprehend modern entrepreneurial activities both as
sources and as carriers of types of “'instrumental rationality,” which
are part and parcel of the modern economy and its growth.

The Culture of Entrepreneurship in
Non-Western Societies

With evidence for a cultural approach to entrepreneurship derived from
a historically related series of cases from West European societies as
a basis for induction alone, one can have precious little confidence that
one’s findings can be generalized. Hence it becomes necessary to test
the validity of the cultural basis of entrepreneurship on other cultures
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as well. The centrality of the Chinese entrepreneurial familism in
Hong Kong's spectacular economic success in recent decades seems
appropriate for this purpose. According to conventional social science
thinking, familism and economic development are antipathetic.
Clark Kerr and his associates, for instance, hold that the “‘extended
family tends to dilute individual incentives to work, save and invest, 20
and Edward Banfield in his fascinating study of a southern Italian
community in the 1950s coined the term “amoral familism” to explain
this community’s failure to modernize and develop economically.”2!
With regard to Chinese familism itself, the opinions of many contem-
porary scholars echo Max Weber's famous phrase *‘the sib fetters of
the economy,” referring to classica! China, though recent research,
particularly that by Maurice Freedman has called some of their claims
into question.?? Be this as it may, such negative evaluations of the conse-
quences of Chinese familism for economic development have been
accepted by Chinese elites throughout the twentieth century. Communist
as well as noncommunist Chinese clites were convinced that the core
values of the Chinese family—revolving around family solidarity,
patrilineal descent and ancestor worship, patriarchal authority, and
filial piety (x/ao) requiring “obedience to the father and allegiance and
loyalty to the emperor”—were profoundly antimodern. The communist
regime under Mao in particular, undertook draconian measures to
smash the kinship-oriented structure of traditional Chinese society,
with devastating consequences, as we now know.

In turning to the empirical realities that have emerged in the Chinese
societies of the Pacific Rim in recent decades, one becomes once
more aware of the sobering fact that social life follows neither
theoretical abstractions nor political agenda. Gilbert Wong, S.K. Lau,
and Gordon Redding, among others, have cogently argued that an
economically dynamic ethos, dubbed by Wong “entrepreneurial
familism," is directly responsible for Hong Kong's extraordinary rise
to success. A brief summary of Gilbert (Sin-Lun) Wong's fascinating
findings based on years of research may illustrate what this “‘entre-
preneurial familisra™ encails.??

Hong Wong’s Entreprencurial Familism

The ethos of Hong Kong's “‘entrepreneurial familism” involves the
Jia. the family, as the basic unit of production, of saving, and of
economic competition. Jt provides the impetus for innovation and
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the support for risk taking. It is an ethos that is by no means confined
to the richer segment of the population who already own family firms,
but it permeates the whole of society. Where there is little physicat
capital to be developed, heads of less well-off families can still marshal
the limited jix resources and try to cultivate human capital for collec-
tive advancement. Janet Salaff, in her study of twenty-eight middle-
and working-class Hong Kong families, for instance. found that all
the working daughters contributed major portions of their income to
the budget of their families. Once these families had acquired the basic
material necessities (such as adequate quarters and essential consumer
durables), “‘more resources were invariably channeled into the educa-
tion of younger sons and daughters.” Salaff concludes that “cach family
thus apprars to improve its position in life by means of coribining
income of wage earning members."'24 Wich families serving as bankers,
as Gordon Redding and Gilbert Wong have shown, banks play a minor
role in the building up of Hong Kong's businesses.

Wong tries to trace the relationship between the core values of
the craditional Chinese family and Hong Kong's newly burgeoning
entrepreneurial familism. For instance, the widespread ideal of Hong
Kong Chinese to become one’s own boss, to be an independent
entrepreneur, may be related to the inheritance pattern of the past
that recognized brothers as independent and equal claimants to the
family estate. While the popuiar desire to strike out on one’s own makes
for an abundant supply of entrepreneurs in Hong Kong, it also
produces a shortage of dedicated managers and dependable executives
in the corporate world.

Hong Kong's famed paternalistic management style may be traced
to the traditional Chinese family as well. The pronounced autocracy
of the father-headed family firm is widely held to be responsible for
the uncommon adaptability and maneuverability of Hong Kong enter-
prises. Today, as in the past, this pattern is rarely resented, as it is
perceived to add to the fortune of the family as a whole. In any case,
each family member holds equal share in the family's assets. The fierce
competition one encounters in Hong Kong at every turn is similarly
held to be a legacy of the past. While in the past competition was
between families, today it is between firms. The continuation of the
classical Chinese competition between families, Wong stresses, makes
for the interesting phenomer.on that contemporary family firms in
Hong Kong—just as their counterparts in history—rarely endure over
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time. As a result, there is a rarity of oligopolistic groupings and
monopolistic ventures that could prevent other individual enterprises
from moving up. With few institutional barriers to upward and down-
ward movements along the social ladder, family fortunes appear to
rise and fall in quick succession, and the socioeconomic order appears,
in Hugh Baker's apt image, “like a seething cauldron, with families
bubbliag to the top only to burst and sink back to the bottom."?s
Researchers agree in general that a particular family firm does not
last longer than approximately two and a half to three generations.

Thus, 1 think it possible to argue that the case of Hong Kong's
“entreprencurial familism” clearly refutes those who see traditional
family culture and sib relationships as an obstacle to economic develop-
ment. To the contrary, it appears that the main problem of the Chinese
family is not economic inertia, but “‘excessive competition.”

Beyond this, the foregoing considerations provide us with some
clues about the importance of political factors in the development of
an entreprencurial culeure. Gilbert Wong, again, argues cogently not
only that the Chinese family is an economically active force today bur
also thac it had the potential in the past. In former times, however,
this potential was checked by a state preoccupied with efforts to
balance economic, environmental, and ecological factors. Contemporary
analysts have judged these efforts to be misguided, as they locked
a whole society into a "high level equilibrium trap.” Once such
external pressures were removed, the inner dynamics of the Chinese
family were unleashed. This insight gains further credence when one
compares the case of Hong Kong and other ethnic Chinese overseas
communities, on the one hand, with the case of the People’s Republic of
China, on the other.

The importance of political factors in the development of entrepre-
neurship needs some further comment. For some time development
experts have had a propensity to argue that if latecomers to develop-
ment, such as China, want to succeed teday, they must centralize
economic and political decisions in the hands of the government. That
is to say, in the contemporary situation, the planning, initiation, and
execution of economic activities aiming for development musr issue
from a strong and unified central government. In the postwar economic
race among various Chinese communities, the People’s Republic of
China most closely followed this prescription, relying almost exclusively
on a tight network of political cadres for the planning and execution
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of virtually all aspects of economic and political life. In the process,
the economic dynamics of its some 100 million potentially entrepre-
neurial families were muzzled, and it is China that most conspicuously
lags behind today.

On the basts of studies like these, we may conclude that, contrary
to the opinions of many social scientists and experts working in the
field, modernization and development do not take place in a society
as a whole bur through the web of diversified collective social life and
in the microcosms of families and communities that compose it. It
is here, and not at the planning boards, that the syntheses productive
of change occur. Conversely, we become aware of the harsh possibility
that hopes for modernization and development can be destroyed and
lost if the elements necessary for such a transtormation harden or fade
away. Under adverse conditions those potentials available in any society
at any point in time may become subverted, and their dynamism will
be turned on an inward, if not a destructive, path.

The Culture of Entrepreneurship in
Less-Developed Countries

During the past forty years the preindustrial three-quarters of the world
have witnessed an urban explosion thus far unknown to human history.
With growth rates estimated as high as 5-8 percent a year, many third
world cities have doubled their population every ten to fifteen years
in past decades. The inability of third world governments to keep pace
with these monumental demographic shifts is well known. Societies
whose degree of development is already the lowest have been unable
to absorb a seemingly unending flood of migrants into the economy
and the existing structures of urban society. Third world governments,
regardless of their ideological tilt and the organization of their
economies, have been largely hostile to these migrants in equal measure.
Consequently, the urban poor have been forced into the economic and
social underground. Unwanted and unaided, lacking in resources
and skills, these poorest of the world's poor have been thrown back
upon their ingenuity.

What is less well appreciated in much of the literature on rhird
world urban explosion is the fact that the inhabitants of the barrios
and favellas of Latin America, the shanty towns of Africa, and the steam-
ing cities of Asia have prevailed against all the odds, despite being
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left to their own devices. Even an only casual visitor to the third world
cannot fail to be impressed with the energy and resilience of the poor
in the cities. But more, in their efforts to survive, they have engendered
new patterns of socioeconomic and political interaction and have
established rudimentary social structures that hold considerable
potential for the future. Almost totally ignored in the literature on
development and modernization is the possibility that here o0 exists
a rugged dynamism at the bottom of society, which may provide the
social, economic, and political foundation for a more prosperous future.

At the center of these major transformations stand family,
household, and entrepreneurship, strongly reminiscent of the situa-
tion described in the two other cases in this chapter. Knowledgeable
analysts of contemporary Chilean and Peruvian events, for instance,
argue that a dynamic potential already exists at the Sottom of these
societies, waiting ro be unleashed. Hernando de Soto, for instance,
in his ground-breaking The Other Path, based on detailed studies among
Lima’s urban migrants and squatters, makes a strong case for the
recognition of the economic potential of this vast segment of the popula-
tion.?¢ Similar data from across the world suggest that under specific
conditions, the as yet uncharted economic and social activities of the
urban migrants to third world cities may provide the “engine” for
their society’s transformation.

I will pass over the failures and foibles of researchers who have
made the entrepreneurial potential of the urban poor in the third world
invisible. In two more recent books, Third World Proletariat? and Slums
of Hope??” the social anthropologist Peter Lloyd has tried to sort out
the many contradictory claims swirling around the poor of third world
cities. In addition, many migration studies conducted during the past
decade have begun slowly but surely to demolish one myth after another.
Fresh evidence on cooperation and mutual trust among the urban poor,
for instance, discredits notions of a pervasive “marginality’ fashionable
until very recently. Such findings, incidentally, appear to hold for
cultural settings as different as Rio de Janeiro, Mexico City, Lima,
Nairobi, Bombay, and Calcutta. This evidence strongly suggests that
among urban squarters, there are fewer family breakdowns, less frustra-
tion, less apathy, more optimism, and considerably higher aspirations
than commonly assumed, along with more economic movement than
expected. Lisa Peattie summarized the unwritten rule of squatter
existence in these words: “Work hard, save money, outwit the state,
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vote conservatively if possible, but always in your own economic
self-interest, educate your children for their future and as old age
insurance for yourself.”’28

Cecilia Mariz and David Martin have explored the role of funda-
mentalist religion in the socioeconomic progress of the urban poor
in Latin America.?? Their findings support, by and large, Weberian
propositions about the consequence of a new social ethic in the making
in these parts of the world. In the emergent ““new manner of life” in
more and more communities, Protestant fundamentalism appears to
play a major role. By extension, this demanding new ethic also seems
inscrumental in inculcating self-regulatory disciplines and aspirations
congenial to the emergence of entrepreneurial capitalism.,

By the late 1980s up to 70 percen: of the urban labor force in
some third world countries had become engaged in che “informal”
or “underground” sector of the economy, which, more often than not,
is based in the household. A brief summary of the typical survival
techniques of the third world urban poor may be informative and
adumbrate how, at the intersection of family, household, and produc-
tive activities, a promising new cthos is developing.

The Culture-Building Potential of Small-Scale
Entrepreneunrs in Third World Cities
Small-scale entreprencurial activities in the informal sector are anchored
in the family and household. Family labor is used to its fullest extent:
young children run errands, “'mind the shop,” check that loading and
unloading are being carried on. Older relatives may sit for long hours
guarding and selling small quantities of goods that are a surplus to
the main enterprise. Bryand Roberrs in Cities of Peasants warns us against
assuming too quickly thac che individual engaged in what appears to
be almost profitless activities is an isolated economic unit: ““Small-
scale market sellers, people offering to wash cars and so on, often appear
to make liccle or no income and, in surveys of poverty, are classed
among the desperately poor. They are undoubtedly poor, but it is
important to examine the household and not the individual as a
unit of economic enterprise.’ 30

Many of the small-scale entrepreneurs engaged in the “‘penny
capitalism” of the household economy are women. The women often
supply the entrepreneurial skills, the hard labor, the stamina, and the
unwavering desire for creating a stable basis for the survival and the
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advancement of their families. While men in third world cities are
always on the lookout for employment in the ‘‘formal economy,”’
they have the houschold economy, engineered by women, to fall back
upon. Given the economic realities of the third world, such a fallback
position is nceded all too frequently.

Policy makers and economists alike have paid scant attention
in their models to the vital economic role of women and their
contributions to the economies of these par:s of the world. To be sure,
economists like Michael Todaro and Gary Becker have tried to develop
models measuring factors pertaining to the household. What they
have failed to recognize, however, is that the economic activities
of women in the third world are not so much driven by *‘rational
actor™ factors as by values relating to family and family life, which
frequently may not be so rational in economic terms. It is one of the
great merits of the new research on women in development to have
tried to fill this lacuna. Yet feminists too have failed to apprehend
the family connection in all of this. Like economists, their focus has
been on the isolated autonomous wornan and her contribution and
place in the economy. But an autonomous woman, who coolly and
rationally is concerned only with her own self-interests, is a phenomenon
unknown in the third world.

Whether we like it not, in the third world, regardless of culture
or geographical location, family life is writ large, particularly for
the poor. Women, and increasingly men too, are well aware that
only collaboration among all members of a family guarantees a
modicum of success. Noncollaboration condemns individuals to live
on the margin. In those instances where women have banished
their husbands from the household, they have done so only when
the husbands have become a burden and stumbling block to a
family’s advancement.

Instead of choosing ““women'’s liberation” in the Western sense,
third world women are primarily concerned with the “‘domestica-
tion of men,” for they know such a domestication alone makes
their own and their family’s progress possible. Research like that
conducted by Cecilia Mariz and David Martin in Latin America
undergirds the importance of a new domestic ethic, religiously infoimed
and reinforced, in the attempt of often desperately poor people
to escape their lot.
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A Preamble to Industrialization

Let us now return to the central theme of this chapter, which revolves
around the cultural embeddedness of the modern type of entrepreneur-
ship so instrumental in the creation of industrial society. Evidence like
the analysis above supports the argument that values and economic
practices now present in parts of the urban third world may serve
as a preamble to industrialization. Future research may well
demonstrate the validity of Arthur Cole’s theory of the stages of
entrepreneurship, progressing from the empirical to the rational and
finally to the cognitive.?! In this example, as in the other illustrations
used in this chapter, a distinctly modern consciousness arises at the
intersection of familial sentiments and work, which, when vitalized
by a particular ethical system, may produce the formation of an
economically and politically sustainable modern culture. Culture so
constituted may, in turn, shape subsequent developraents in the
economy, the polity, and society at large.

The brief sketch of some of the cultural factors active in small-
scale entrepreneurship in the urban third world illustrates as well
community and institution building in action. For industrial culture
to become rooted, as we know, a great variety of institutions
congenial to and supportive of it must be potentially available. Small-
scale entreprencurship—in contrast to employment in low-skilled
work in factories and mining—appears to be particularly suitable, |
would argue, for the construction of such institutions, albeit rudi-
mentary ones. To flourish, small-scale entrepreneurs are compelled
to develop all sorts of technical and social skills. The social skills that
they are forced to nurture are distinctly modern, rational-instrumental
patterns of interaction on several levels. Chief among them are those
relating to commercial activities: interaction networks have to be
constructed between entrepreneurs and suppliers, between sellers and
customers, hetween entrepreneurs and other actors on the local as well
as on the more distant scene. In this way the entrepreneur not only
creates and re-creates institutional structures but becomes consti-
tutive of them. Propelled by the need t adapt to the demands of a
modern economy, which can no longer be understood in terms of
local needs alone, the individual entrepreneur is eager for informa-
tion on larger issues of technology, economy, and politics. The
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entrepreneurial mind-set transcends the confines of family and tradi-
tion, opening individuals up to modern styles of consciousness and
securing them a place in modern industrial society.

As for family life and the household, in consequence of entrepre-
neurial activities, new and pronouncedly modern forms of interaction
are engendered among members of the same “production team,”
husband, wife, and children, which may serve, in Bernard Rosen’s
words, as the ““industrial connection™ in less-developed socicties. 32 The
characteristically modern interaction pattern that emerges, then, is one
decidedly different from that of families embedded in ctraditional
kinship structures. A whole body of literature exists today on the
“internal fit” between the nuclear family of father, mother, and their
children and the requirements of modern industrial society.?? In fact,
those societies with a nuclear family system in place may well have
a comparative cultural advantage in the processes leading to modern-
ization and economic development.

In concluding it is importaiic te realize from a sociological
perspective that every human community is 2 web of shared mean-
ings. If these meanings become institutionalized, a spontancous process
of culture building is engendered. Slowly and incrementally, networks
of interaction become habituated, routinized, and institutionalized.
The necessary skills are nurtured continually. Interaction, participa-
tion, and community-building activities develop into taken-for-granted
modes. Under congenial political conditions all these aspects lead, at
one and the same time to the formation of a distinctly modern culture
as well as to the formation of new modes of production. These
modernized institutions, in turn, will affece the likelihood and the rate
of a society's development, including the building of factories and a
dynamic economy.
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The Discovery and Interpretation
of Profit Opportunities:

Culture and the

Kirznerian Entrepreneur

It is beginning to be evident that the vast literature on growth and develop-
ment conceals a yawning gap. This void refers to an understanding of the
role of the entrepreneur in economic development, hoth at the theoretical level
and at the level of past and prospective ecomomic history. . . .

In the literature dealing more narrowly with growth models, this hiatus
is almost complete and is hardly surprising in view of its predominant concern
witk: macroeconomic relationships. In contrast, the literature dealing with develop-
ment proper gives some attention to entreprenenrship, although little effort
has been devoted 1o formulating a clear theoretical understanding of the
entreprenenrial role.

—Israel Kirzner, Perception, Opportunity, and Profit

There is an increasing recognition that to understand economic develop-
ment we need an adequate theory of encrepreneurship. The entre-
preneur is the driving force of economic change, bringing innovation,
creativity, and coordination to the economy. Centrally planned
economies are widely thought to have failed, at least in part, because
they left little scope for the entrepreneurial process. In the field of
economic development, attention is shifting from attempts to engineer
economic improvements from the top down to attempts to design
institutions that e¢nable entrepreneurship to flourish and produce
development from the bottom up. A theory of entrepreneurship should
help us identify the conditions—economic, political, legal, and
cultural—chat enhance decentralized developmental processes.!
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Social scientists in general, and economists in particular, often refer
to entrepreneurship in a manner that suggests thar culture has licele
to do with it. Indeed, mainstream social science has, with the notable
exception of anthropology, largely ignored culture not only as it might
pertain to encreprencurship but also as it might pereain to any other
aspect of society. Political scientists, sociclogists, and economists
typically depict the social process as a causal mechanism, racher than
as a means of establishing meaningful human discourse and under-
standing.? The methodological task of the social scientist is understood
to be discerning regularities in objective pacterns of change but not
coming to terms with what these changes mean to human agents
or how this me: ning contri'mres to the causes of change. Social
scientists see culture in general .s a matter for the humanities, not
for the social sciences.

To the extent that social scient fic research on entreprencurship
takes culture into account at all, such research usually secks only to
identify those culeural groups whose individual members have greater
than average entreprencurial traies. Entreprenceurship is in this case
being treated as a psychological ateribuee of individual people. It is
the distribution of individual psychological traits within populations
categorized by culture, rather than features of che culture as a whole,
that are being examined. We all know, for example, that the overseas
Chinese are very entrepreacurial, but we do not seem to know much
about why they are. To be sure, even finding such culturally specific
patterns is an important contribution, because the patterns may suggest
possibilities for answering the “why' question. The social sciences,
however, do not appear to be making much progress on that crucial
explanatory front. In the social sciences, culture is little more than
an aggregative classification for grouping individuals, not a substan-
tive theoretical notion in its own right.

For the purposes of this chapeer, culture is to be uaderstood broadly
as the complex of meanings that allows us to comprehend human
action: it is the background context that renders purposeful action
intelligibic Culture is the language in which past events are interpreted,
future circumstances are anticipated, and plans of action are formu-
lated. Although not a language in wne sense of a static set of words
and grammatical rules, culture is « discourse. This view has been
most cloquently articulated in Hans-Georg Gadamer’s philosophy
of hermencutics. Language, in this view, is a continually evolving
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conversation, an open-ended communicative process. As such it is a
complex phenomenon in its own right, which, if it is to be taken
seriously, requires explicit theoretical attention by the social scientist.?

Unfortunately, the scholars in the humanities who seem to have
taken culture more seriously have had little to say about its proces-
sual nature. One reason the culeural side of entrepreneurship has
been neglected is that anchropologists, who have examined culture more
thoroughly than anyone else have generally restricted themselves to
statics rather than dynamics. Researchers have concentrated on
getting a snapshot of a cultural pattern already in place, rather than
understanding the circumstances that bring about change. Neither
the ways culture shapes developments in economic, political, or
social institutions, nor the ways taose institutions influence culture,
nor the ways culture reshapes itself, leading to different cultural
parterns in the future, have been as well researched as the various
culeural “stills™ have been. In other words, the study of the relaticn-
ship between culture and entreprencurship demands working with
both meaning and cconomic change, whereas the way disciplinary
divisions have evolved, few researchers are capable of handling both
categories together.?

Perhaps more than other social scientists, economists have failed
to leave room for meaning and have not done well with change either.
Even though some economists claim to study causal change, their
methe-iological approach tends to neglect the radical change generally
thought to be involved in entrepreneurship. Change usually appears
in economists’ models only as deterministic tendencies toward a fixed
equilibrium, like the movements of a clockwork mechanism, not as
a truly creative process. Thus cconomists usually explain entrepreneurial
action as maximizing an objective function according to given con-
straints. To act entreprencurially is simply to take advantage of concrete
profit opportunities neglected by others. Success is a mateer of who
takes the initiative, of who is alert and exploits the gains that are “out
there™ to be found in the objective situation. Profit opportunities are
conceived as quanticative faces that are strictly dictated by rthe
measurable discrepancy between costs and revenues. Culture, in this
view, mercly shapes whar kinds of goods the society happens to prefer,
the subjective meaning that goods have to people, not the objective
economic circumstances and causal processes with which economic
science is concerned. Culture is seen to pertain to the underlying
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conditions that precede the economic process thar entrepreneurship
propels, not to the process itself.

This chapter clarifies some aspects of tie entrepreneurial process
and argues that culture has everything to do with it. Entrepreneurship
necessarily takes place within culture, it is utterly shaped by culture,
and it fundamentally consists in interpreting and influencing culture.
Consequently, the social scientist can understand it only if he is willing
to immerse himself in the cultural context in which the entrepre-
neurial process occurs.

The purpose here is not to develop a whole theory of entrepre-
neurship as a cultural process, but to sketch some of the main elements
such a theory would need.> Two properties of entrepreneurship that
need to be accounted for better are connoted by the notions of
“discovery” and “interpretation.” Discovery suggests an element of
radical change, a surprising find, an unanticipated break with past
patterns. In discussions of economic development, entrepreneurship
entails a capacity to introduce new products, new production methods,
new marketing strategies—in general, things not already contained
in the previous stiuation. Entreprencurship should include genuine
novelty and creativity and should not be rendered as a mechanical
search for pre-existing profit opportunities.

Interpretation suggeses the point that the profit opportunities
entrepreneurs discover are not a matter of objective observations of
quanticies, but a matter of perspectival interpretation, a discerning
of the intersubjective meaning of a qualitative situation. Profits are
not measured; they are “read.” Entreprencurship, | argue, is primarily
a cultural process. The sceing of profit opportunities is 2 matter of
cultural interpretation. And like any other interpretation, this reading
of profit opportunities necessarily takes place within a larger context
of meaning, against a background of discursive practices, a culeure.
That is to say, entrepreneurship is not so much the achievement of
the isolated maverick who finds objective profits others overlooked
as it is of the culturally embedded participant who picks up the
gist of a conversation.

The words “discovery” and “interpretation” also have connota-
tions that pull in opposite, undesirable directions, which I would like
to try to avoid partly Ly taking them together. To some people
“discovery" suggests thar the thing to be discovered is already there
before the discovery process begins, thart the process merely “‘uncovers”’
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something latent in the objective circumstances. And to many, “inter-
pretation’ suggests an arbitrariness, as in the phrase ““that is just a
matter of interpretation.” I believe that proper theory of entrepre-
neurship needs to steer between the rigid objectivism of seeing all
change as latent in previous circumstances and the flaccid relativism
of seeing change as utrerly arbitrary. The objectivistic extreme, toward
which most mainstream economics tends, reduces change to mere
mechanistic dynamics. The relativistic extreme, toward which some
leading critics of mainstream economics are thought to tend, seems
to make change unintelligible. What is needed is a theory of entre-
preneurial change that makes it intelligible without reducing it to
predetermined mechanism.

Or:e school of economics, the so-called market-process or Austrian
school, has partially overcome these difficulties. Its critique of main-
stream economics can serve as a useful point of departure for my
own discussion. The work of Ludwig von Mises, Friedrich A. Hayek,
and others provides a promising alternavive to mainstream economics
for both aspects of entrepreneurship the mainstream has neglected.
In von Mises's insistence on the principle he calls “subjectivism,”
meaning is made central to economic theorizing.® In Hayek's notion
of “'spontaneous order” the idea of radical change is incorporated into
a theory of nondeterministic evolutionary processes, and in his latest
book he applies this spontaneous order approach to culture.” Here,
I believe, are the building blocks for a substantive theory of the cultural
dimension of entrepreneurship.

Of all the contriburtors to ve market-process school, Israel Kirzner
has undoubtedly had the most 0 say about the nature of entrepre-
neurship. His work claborates on the interpretive aspect of von Mises
as well as the discovery aspect of Hayek and is especially helpful in
connecting them together. Although I believe his work is the best
in economics on the subject, I argue that as it stands it does not
adequately account for culture.

Maximizing and the Kirznerian Critique

A market consisting exclusively of economizing, maximizing individuals does
not generate the market process we seek to understand. For the market process
10 emerge, we require in addition an element which is itself not comprebensible
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within the narrow conceptual limits of economizing bebavior. This element
in the market . . . is best identified as entrepreneurship.
—Israel Kirzner, Competition and Entrepreneurship

Building on the strengths of his mentors, von Mises and Hayek, Kirzner
expands on the implications of their economics for entrepreneurial
processes. Under the influence of von Mises’s methodological principle
of subjectivism, Kirzner's theory emphasizes the importance of the
interpretive perspective of the human actor. Action is meaningful oni,’
in relation to the purposes, plans, and expectations of the actor. The
actor’s objective circumstances are not important in themselves, bur
the specific opportunities and constraints he perceives are. Action,
Kirzner says, is not a direct confrontation with objective reality itself
but always takes place within an interpretive framework.®

Under the influence of Hayek's work on spontaneous order,
Kirzner’s theory stresses entrepreneurial competition as a discovery
procedure, not a predetermined mechanism. The competitive process
works through a continuous, multidirectional, and rivalrous tugging
and pulling of separate minds and actions, thereby generating an overall
order greater than can be comprehended by its participating individ-
uals. In this sense, the process is recognized to be a radically social
one, fundamentally dependent on the free interplay of the individuals
but not reducible to them. The function of such competition is to
disclose information that cannot be obrained in any other way.?

Kirzner locates the difficulty mainstream economics faces in
its fundamental notion of individual choice as a matter of “‘maxi-
mizing.” The favorite theoretical device of economists is the idea of
the maximization of a given gozl subject to given constraints. Scarce
means are described as being deliberately deployed to yield a maximum
in regard to predetermined ends.

Mainstream economics typically deploys the maximizing idea
on two levels, the individual choice level, where what is maximized
is called utility, and the market level, where whar is maximized is wealth.
For the individual, his preferences, objective opportunities, and
constraints are taker as the inputs, and the analysis focuses on the
individual’s choice as a solution to this maximization problem (this
is sometimes called the economics of Robinson Crusoe). Economists
contend that this mental experiment provides a general theory of human
action, which can serve as a basis for locking at the specific broperries
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of action within market contexts. Human action in general can be in-
terpreted as attempts by individuals to exchange one state of affairs
for another, whether they are making exchanges with nature or with
one another. The innovative aspect of action can then be theoretically
isolated as individual entrepreneurship. *‘Psychic profit’* is the name
economists give to the perceived gain the entrepreneur reaps when
he exploits an opportunity.

Such individual mental experiments of Robinson Crusoe economic.
are then combined into a “market experiment,” where the hypothetical
choices of the various individuals are the inputs and an equilibrium
solution, a pattern of mutually compatible choices, is taken as the
output.' Parallel to psychic profit on the individual level is money
profit on the market level. In this way the analysis focuses in turn
on the way preferences interact with objective circumstances to yield
individual choices and then on the way these choices interact with one
another to yield a social outcome.!!

Kirzner’s theory also proceeds on these two levels, so that he iden-
tifies what he calls Crusoe entrepreneurship as an aspect of individual
choice that eludes the maximizing framework, and what he calls market
entrepreneurship as an aspect of social situations that eludes equilib-
rium analysis. The difficulty at the individual level, Kirzner argues,
is not with the maximizing notion itself but wich the crucial questions
it begs when it takes goals and constraints as given. Human action
encompasses more than the mechanical performance of maximization
exercises within given choice frameworks; there is also the process by
which actors develop those frameworks. Likewise, the problem with
treating the interplay of choices in the marketplace as an attempt to
find an equilibrium solution involving complete mutual coordination
is not, Kirzner says, a problem with the equilibrium concepr itself.
The difficulty is that equilibrium analysis leaves out the process by
which a degree of mutual coordination is achieved. Mainstream
economics, according vo Kirzner, is not so much wrong as simply
incomplete, and on both the individual and che market levels it needs
to add a theory of entreprencurship.!?

Economists’ fondness for maximizing and equilibrium lead them
to try to subsume entrepreneurship under these concepts. When Crusoe,
for example, makes the entrepreneurial discovery of how to use vine
to produce a fishnet, mainstream economics treats it as a deliberate
allocation of his scarce attention to the discovery of hitherto unknown
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production processes. In a broader social context, the arbitrage entre-
preneur who discovers an opportunity to buy low in one market and
sell high in another is treated as allocating his entrepreneurial atten-
tion to this discovery. Entrepreneurship, then, is a scarce resource like
any other, which needs to be deployed economically.

Kirzner argues that the attempt to treat entrepreneurship just like
any other scarce resource is a mistake. He suggests the idea of “alert-
ness’’ to new opportunities as something that cannot be subsumed
within a given maximizing problem. To treat the discovery of an
arbitrage opportunity as itself a maximizing problem presupposes that
the opportunity was already within the entrepreneur’s choice frame-
work, in which case it was not in need of discovery in the first place.
As Kirzner puts it, entrepreneurial alertness *“is not an ingredient to
be deployed in decision making; it is rather something in which the
decision itself is embedded and without which it would be unthink-
able.” He goes on to say:

If an entreprencur’s discovery of a lucrative arbitrage opportunity
galvanizes him into immediate action to capture the perceived gain,
it will not do to describe the situation as one in which the entreprencur
has “decided” to use his alertness to caprure this gain. He has not
“deployed” his hunch for a specific purpose; rather, his hunch has
propelled him to make his entrepreneurial purchase and sale. The
entreprencur never sees his hunches as potential inputs about which
he must decide whether they are to be used.!?

Thus Kirzner argues that there is something primordial about entre-
preneurial discovery, something that involves the creation of a choice
framework, so that it cannot be treated as itself a consequence of
maximizing within that framework. Important policy implications
follow from the primordial nature of entrepreneurial discovery. If
discovery is not simply a scarce resource that can be rationally allocated
to predefined goals, then policies designed to enhance entrepreneut-
ship need to recognize that fact. As Kirzner has pointed out, discovery
cannot be centrally engineered; it can only be cultivated by setting in
place conditions in which the decentralized, entrepreneurial process
can be expected to flourish.!*

The approach to discovery Kirzner defends explicitly strives to steer
between the two hazards I referred to above as objectivism and
relativism. Kirzner takes T. W. Schultz, the famous development
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economist, as an example of the extreme that makes the entreprencur’s
action purely responsive to prior circumstances, leaving no room for
true noveley. He makes G. L. S. Shackle, the great critic of mainstream
economics, as an example of the other extreme, which makes the entre-
preneur’s action purely initiatory, leaving no room for any intelligible
systematic connectedness with the previous circumstances:

Ther cae view sees the entrepreneur as responding systematically and
frictionlessly to the conditions of the market, with pure entrepreneurial
profit the smoothly corresponding reward that these market condi-
tions require and make possible. From this perspective entrepre-
neurship is “called forth” systematically, if not quite predictably,
by these market conditions. . . . The second view sees entrepre-
neurship not as responding to excernal market conditions, but as
independently and sponzancously fujecting new elements into those
conditions, in a manner totally unpredictable from and wholly
undetermined by existing circumstances.!s

The hazards have, I believe, been appropriately identified by Kirzner
here, even if we may not completely agree with his interpretations of
Schultz and Shackle. Navigating between the hazards is particularly
difficult because of the prevailing notions in economics about causal
explanarion. To many economists, explanations that are not fully
mechanistic are necessarily unintelligible.'¢ Indeed, in the next section
[ suggest that Kirzner's theory has not completely avoided these hazards.
The general approach to intelligible causation arising from the modern
market-process school does, [ think, offer a way to avoid these hazards
by making room for what [ have called the discovery and interpretation
aspects of entrepreneurship.

To me, the greatest strength of Kirzner's contribution lies not only
in making room for discovery and interpretation, but in linking them
together. According to mainstream economics, individual choice takes
place within a given interpretation of opportunities and constraints.
Discovery for Kirzner necessitates the transcending of tlie prior inter-
pretive framework and the emergence of a new one. Thus, Crusoe
interprets his world in a fundamentally different way after he discovers
the possibility of producing fishnet out of vine. Where before he had
seen vine only as an obstacle, as something to avoid getting tangled
up in, he now sees it as an opportunity to make psychic profits.
As phenomenological philosophers put the point, we do not see an
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objective thing; we always see something as a certain kind of thing.
The vine seen as an obstacle is a radically different kind of thing from
the vine seen as a possible fishnet. “*Seeing,”” then, is itself interpreting.

Similarly, in the social context the arbitrageur interprets the world
in a fundamentally different way after he has discovered the price
discrepancy others had overlooked. The alert arbitrageur sees prices
others consider of no particular interest as an opportunity to make
money profits. According to Kirzner's subjectivist approach, then,
human action has to be understood as something that is interpreted
from a particular perspective. Discovery amounts to a shift in such
perspectives, a fundamental change in the way the opportunities and
constraints are seen,

Limitations of Kirzner’s Theory of the Entrepreneur

Although maximizing is . . . a part of market process theory, it is not the
fundamental notion. Human action is. Human action is partly guided by
maximizing, but it is also guided by other mental processes. Alertness, creativity,
and judgment also influence what we do. The primary importance of action
to econontic theory is that It Sets in motion a market process.

—Jack High, “Alevtness and Judgment”

If Kirzner benefics from the strengths of his teachers, von Mises and
Hayek, he has also inherited some of their apparent shortcomings.
Although Hayek's contribution points toward a nonmechanistic render-
ing of discovery processes, most of his work in economics ties the
process to the notion of equilibrium, which appears to keep it within
a mechanistic framework.!” Whereas mainstream economics is pre-
occupied wi-l; states of equilibrium, Hayek sometimes seems to be only
drawing attention to the syscematic tendencies by which equilibrium
is achieved. As Hayek's own later work on spontaneous order shows,
though, this equilibration approach fundamentally depends on a strict
distinction between the data, usually said to be tastes and resources,
and the entreprencurial process, which systematically pushes the
economy toward the equilibrium. Changes in the data, which are
thought to exhibit no systematic patterns, are disequilibrating, in the
sense that they redefine the equilibrium toward which the economy
tends. Only in his more recent work—and primarily in the context of
law and culture as spontaneous orders, rather than in the context
of economic questions—has Hayek decisively moved beyond the
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equilibrium style of thinking. This more recent work understands sponta-
neous orders as open-ended and genuinely creative evolutionary processes,
rather than mechanisms that focus on a predetermined end state,'®

Kirzner has not been willing to follow some of Hayek's extensions
of spontancous order theory to nonmarket phenomena, clinging to
Hayek's earlicr position that entreprencurship is a strictly equilibrating
process. Discovery, tor Kirzner, brings about a systematic tendency
toward an equilibrium, even though long before that equilibrium is
reached, the data are bound to change, impelling the market away from
that equilibrium. Even when talking specifically about grasping future
opportunities, Kirzner insists on treating chem as equilibrating, as in
some sense finding their way coward a pre-existing equilibrium,
Although this is an attempt to deal with radical change, talking about
grasping opportunities that are already “out there” obscures the
genuinely creative element of entreprencurship. Despite his warning
that Schultz's approach reduces entrepreneurial action to a purely
responsive role, Kirzner's theory also seems to treat the entrepreneur’s
action as something “'called forth™ by prior circumstances. Entrepreneur-
ship appears to be a passive reaction to the equilibrium dictated by the
data. A number of critics have charged that Kirzner's theory falls into
the very problem he has identified in mainstream economics, ultimately
leaving no room for genuine novelty, for truly creative change!?

Although von Mises's economics leans more toward an interpretive
ortentation than can be found in mainstream economics, von Mises
was not willing or able to go all the way to a fully interpretive approach.
Kirzner too seems unwilling to commit himself fully to an interpre-
tive economics. Part of the difficulty, I believe, is their use of the
Robinson Crusoe starting poing, an issue to which I will return briefly
at the conclusion. Much of the problem with Kirzner's theory of the
entreprencur, however, stems from his unfortunate selection of illustra-
tive examples, wiich seriously distorts his rendering of the interpretive
dimension. Although the subjectivism Kirzner inherits from von Mises
is perhaps reconcilable with a fully interpretive orientation to entrepre-
neurship, the examples consistently undercut his argument.

The example par excellence of Kirzner's theory is the pure
arbitrageur who simply notices a profit opportunity. By making this
special case stand for entrepreneurship in general, Kirzner makes alert-
ness the “essence’” of entrepreneurial action. The theory has come under
criticism by other market-process economists on the grounds that
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alertness in itself is insufficient to cover all the aspects of entrepreneur-
ship that maximizing leaves out. As Jack High argues, creativity and
judgment arc also involved in entrepreneurship.2® I would add only
that a crucial component of judgment and creativity is interpretation.
The arbitrageur immediately “'sees™ the chance te buy low and sell
high. The case is misleading in that the interpretation is trivial and
has already taken place. Kirzner likens the arbitrageur’s discovery of
profit to finding a twenty-dollar bill on the beach. This example
reinforces the impression of profic that one gets from mainstream
economics, that it is an objective ““find" that does not require inter-
pretation. Most acts of entrepreneurship are not like an isolated
individual finding things on beaches; they require efforts of the creative
imagination, skillful judgments of future cost and revenue possibilities,
and an ability to read the significance of complex social situations.

The Kirznerian entrepreneur “‘sees” psychic or money profits—
he notices them—Dbut he does not seem to have to read them. He
uncovers unambiguous opportunities to improve his situation chat
others have simply failed to notice, as if fixed collections of things
called profits were lying around and certain individuals were just more
alere than others in finding them. Being more alert seems to be simply
a matter of opening one's eyes to see what is right there under one's
nose. I would argue that if entreprencurship is like vision, though,
it is like human vision, which does nor see merely patches of color
but meaningful things. Like visual perception, it involves focusing on
an object s a cerrain sort of thing, seeing it against a background.
The profit opportunities the entrepreneur discovers are not directly
copied off reality in itself; they are interpreted from a point of view.

Kirzner insists that, in spite of economists’ propensity to assign
every choice a cost, the discovery of profit opportunities is “costless. ’
He stresses the primordial nature of entreprencurship by pointing cut
that an entrepreneur does not deliberately set aside a known altervasive
when he notices a new opportunity. Ex ante, of course, there is no
alternative being purposely set aside in the act of noticing something,
bur surely ex post there will be things that remain unnoticed because
attention was directed one way racher than another. Kirzner sometimes
seems to be denying even this second, ex-post sense of cost to alert-
ness, making entreprencurship appear more mysterious than it needs
to be. Alertness seems to be some kind of general-purpose attentiveness
that is “‘switched on or off,” as Kirzner likes to say, or at best is a
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unidimensional quantity, such that there can be more or less of it,
and more is always better. The only opportunity cost of not opening
one's eyes, after all, is leaving them closed. The only “opportunity”’
forgone by opening one’s eyes is seeing nothing at all.

I do not see why alertness has to appear to be an exception to the
economist’s principle that costs accrue to any action, that there are
necessarily opportunities forgone. Being alert in any one respect implies
that one is not being alert in some other respects. Asking one ques-
tion is passing over the asking of an infinite number of others. The
suggestion that alertness has a directedness about it indicates that it
is a matter not so much of seeing what is under one's nose as it is of
looking or listening for certain kinds of things. This systematic directed-
ness of the discovery process makes some potential opportunities more
likely to be found by certain sorts of alertness. In principle, it is
conceivable within Kirzner's approach that someone could be perfectly
alert—could sce ““all the opportunities there are”—even though Kirzner
does not believe anybody acrually achieves this degree of alertness.
Since the very act of paying attention to one aspect of reality inherently
involves removing attention from other aspects, however, it makes no
sense, even in principle, for someone to be alert to everything. Alert-
ness is multidimensional. It is misleading to treat it like an on/off switch
or to say there is simply more or less of it. There are qualitatively
diverse ways of being alert.

While Kirzner shows that entrepreneurship involves the displace-
ment of an old framework by a new one, he confines this change to
the situation where something under one's nose that was previously
ignored gets noticed. In the trivial examples Kirzner uses, profit
opportunities are implicitly treated as atomistic—tha is, finding a
new opportunity need not have any effect on the entrepreneur’s
understanding of the old opportunities he had already found. But a
shift of interpretive framework can bring about a more fundamental
change than simply adding to a stock of things that have been noticed.
An interpretive framework can change in a far more profound manner:
all the old opportunities will suddenly look different, indeed may no
longer be considered opportunities at all, when a new one is found.
And of course the circumstances one has been alert to in the past help
determine the kinds of situations one will be apt to notice in the future.
That is. profit opportunities are not independent atoms but connected
parts of a whole perspective on the world. And the perspective is in
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turn an evolving part of a continuing cultural tradition, constantly
being reappropriated to new situations.

The way Kirzner renders the idea of alertness leaves inexplic-
able the systematic process by which one means/ends framework gets
replaced by another. It appears to be an arbitrary matter why some
things get noticed before others. In this respect his theory comes
dangerously close to the hazard he associates with Shackle, cutting
change off from any systematic connection to its history. Taking culcure
more seriously would allow Kirzner's theory to make the process by
which perspectives change more intelligible.

Profit opportunities are not so much like road signs to which we
assign an automatic meaning as they are like difficult texts in need
of a sustained effort of interpretation. Entrepreneurship is not only
a matter of opening one’s eyes, of switching on one’s attentiveness;
it requires directing one's gaze.2! When an entrepreneur sees things
others have overlooked, it is not just that he opened his eyes while
they had theirs closed. He is reading selected aspects of a complex
situaticr others have not read. And this raises the question of what
gives a predirectedness to vhe entrepreneur’s vision, of why he is apt
to read some things and not others. I submit thac the answer to this
question is culture,

Crusoe Economics, Cartesian Philosophy,
and Hermeneutics

In learning the language, the child absorbs a way of thinking and of expressing
his thoughts that is predetermined by the language, and so e receives a stamp
that be can scarcely vemove from bis life. The language opens up the way
for a person exchanging thoughts with all those who use it; e can influence
them and receive influence from them.

—Ludwig von Mises, Nation, State, and Economy

It is fess accurate to suppose that thinking man creates und controls his cultural
evolution than it is to say that culture, and evolution, created bis reason. . . .
So far as scientific explanation is concerned, it was not what we know as
mind that developed civilization, let alone divected its evolution, but rasher
mind and civilization which developed or evolved concurrently. What we call
mind is not something that the individucl is born with, as bhe is born with
his brain, or something that the brain produces, but something that his genetic
equipment . . . belps him to acquire, as he grows up, from his family and
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adult fellows by absorbing the results of a tradition that is not genetically
transmitted. . . . Shaped by the environment in which individuals grow up,
mind in turn conditions the preservation, development, richness, and variety
of traditions on which individuals dvaw. By being transmitted largely through
Samilies, mind preserves a multiplicity of concurrent streams into which each
newcomer {0 the community can delve. 1t may well be asked whether an
individual who did not have the opportunity to tap such a cultural tradition
could be said even to have a mind.

—Friedrich A. Hayek, The Fatal Conceit

I suggest chat the reason why the economic theory of eutrepre-
neurship—even when at its best as in the contributions of Kirzner—
has not gotten very far in elucidating the cultural dimension is traceable
to its Crusoe economics orientation. Economics has based itself more
than it realizes on the case of Robinson Crusoe, a fictional, isolated
individual confronting the natural world, and has essentially “‘added
in"" Friday, to try to make the analysis into social theory.2? Choice
in general, and thus entrepreneurial choice in particular, is first scudied
on what is thought to be the more basic Crusoe level and only then
complicated by the introduction of other choosing individuals. This
analytical procedure has, I believe, led to a failure to grasp fully the
radically social element of the human mind and thus of choice.
Questioning the foundational role of Robinson Crusoe is no minor
quibble with contemporary economics. Economic theorizing, both in
its mainstream and in its market-process variations, usually considers
microeconomics the basis of the rest of economics and treats the choice
situation of the isolated individual as the basis of microeconomics.
The cherished principle economists call “methodological individualism”
is in question here.?? If this principle claims only that the social whole
has no purposes but is a complex resulting from the choices of its
participating individuals, then the principle is unobjectionable. To
most economists, however, methodological individualism seems to
mean more than thac. It is generally interpreted as demanding an
analytical privileging of the study of the individual over the study of
society. It seems to insist that Crusoe, the theoretical construct of an
isolated individual, must come first to serve as the foundation of the
analysis ot markets. As Kirzner put it at the beginning of his book
on price theory. “Sociery consists of individual human beings.”’24 We
need to make sense of the single individual's actions before we can
make sense of the way such actions interact in society. The isolated
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individual becomes the analytical framework for studying human action
in general, of which action in regard to market institutions is then
taken as a special case.

When the analysis stares from Crusoe, a special difficulty seems
to face the agent when other agents are introduced, since now what
he needs to know about includes not only external and observable facts
of the natural world but also the contents of the other agents’ minds.
In the theory of entreprencurship this presencs itself as the problem
of how the entrepreneur can come to “'read the minds' of his poten-
tial customers, whether chey are consumers or producers, and provide
what they will want. It is one thing for Crusoe to see a new use for
vine, where he has to anticipate only his own wants, but it is a substan-
tially more difficult thing for him to figure ouc what Friday will want.
Something scems highly mysterious, from this perspective, abour the
entreprencur’s ability to look into the contents of other minds.

This procedure of starting with the individual mind, which is
presumed o be a self-contained, unproblematic entity, and then moving
on to address the problem of “*Other Minds,” has been the mainstream
approach in philosophy ever since Descartes. It has come under power-
ful criticism by a number of contemporary philosophical schools, from
which economics could learn a great deal.2> Among the most interesting
critics of Cartesian philosophy is Hans-Georg Gadamer, who shows
that the mind is already social before it is rational and thus thar a
whole variety of special difficulties with the analysis of incerpersonal
communication prove to be pseudo-problems. The individual agent,
Gadamer argues, is already operating within a linguistic process even
when he is confronting nature. He is already, as it were, reading other
people’s minds when he thinks about uses of vine or when he thinks
about anything whatsoever. Human beings should have no special
difficulty reading the minds of others, since our linguistic practices
are tapping into a shared culeure all che time.

As the epigraphs by von Mises and Hayck suggese, the market-
process school has at least parcially glimpsed the main chruse of this
critique of Cartesian thinking. The fact chat che mind thinks in
language, which it acquires in the process of enculturation, makes “'the
mind™" a profoundly social entity. Although Kirzner is right when he
declares that society consists of individual human beings, it is also
true that individuals consist of society. They are not isolated, self-
contained things but interdependent parts of «n integral process of
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cultural dynamucs. All understanding of the natural world is already
social understanding, embedded in and meaningful only in relation
to culture. The methodological priority given to the rational choice
of individual minds implicitly treats them as if they could cxist in
isolated, culturcless, languageless brains.

The peculiarly cultureless “agent” of Crusoe economics is an odd
construction to usc as a basis for human action in general. Choice
theory is constructed as if it does not matter whether the mind operates
with a social language or not. The Crusoes of economics, unlike the
character from Defoc’s novel, need know nothing of language. They
simply apply means to 2nds. All the minds we have experience
with, though, can conceive of means and ends only through their
language, that is, through their abilicy to tap into the cultural process.
If economics aspires to be abour human action as we know it, it should
take language and cultural cransmission seriously. As von Mises put
it, we need to “consider what immense significance language has for
thinking and for the expression of thoughr, for social relations, and
for all activiries of life," 26

Economists may say in their own defense that economic analysis
only begins with this strange, cultureless, Crusoe character and that
it then moves on to the theory of markets, wheze it specifically takes
up the mutual influences of individuals on one another. But where
one starts can have important influences on the way one moves on.
Not enough scems to change when the analysis moves from the
individual experiment to the market experimenc. The market seems
to be populated with many Crusoes, each devoid of culture and
communicating with onc another only by price “‘signals.”

The entrepreneur is typically pictured as a loner bucking the crowd,
a maverick who sces things differently from everybody else. This view
contains an element of truth, of course, in that the entrepreneur comes
upon a new reading of his situation that may be qualitatively different
from the readings others have been able to make. Bue his ability to
read new things into a situation is not primarily due to his separateness
from others but, indeed, to his higher degree of sensitivity to what
others are looking for. The really successful entrepreneurs we know
arc not unusually separate from others; on the contrary, they are
especially well plugged into the culture. What gives them the ability
to sense what their customers will want is not some kind of mysterious
alertness that gets “switched on" but their capacity to read the
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conversations of mankind. They can pick up the sense of where their
fellows in the culture stand, what values they adhere to, what purposes
they pursue, what they consider beautiful, and what they deem profane.

Different entreprencurial acts are the readings of, and contributions
to, different conversations. The successful supplier of consumer goods
listens to the discourse of the consuming public, senses what they will
be likely to find actractive and what they wili not, and is thereby more
persuasive in geteing them to try new products. The successful venture
capitalist listens to the concerns of the banking community and thereby
enhances his ability to persuade the loan officer to make an invest-
ment. The successful supplier of innovative industrial inputs listens
to the technological conversations of his potential customers, exploits
his skill in anticipating their specific requirements, and thereby gains
an ability to persuade them to explore hitherto ignored technological
possibilitics. The successful employer listens to the discourse of existing
and potential employees and tries to shape an attractive work environ-
ment that will persuade new workers to come and old ones to stay.
What makes entrepreneurs successful is their ability to join conversa-
tional processes and nudge them in new directions.

Conversational processes about production and consumption plans
existed in human societies before the evolution of marker processes
and provided the foundation on which primordial elements of markets
began to evolve. The process by which direct exchange evolved out
of reciprocal gift giving and by which money evolved out of exchange
must have been a discursive process. Advanced market institutions
such as contract law, the price system, accounting conventions, banking
methods, and so forth are emergent properties of the process of cultural
evolution. A mode.n market is still a discursive process, but now one
in which the participants are able to use not only spoken and written
words but also prices, advertising, stock markets, and other media
of communication.

Perhaps, then, a better starting point than Crusoe from which to
proceed to the analysis of markets would be the premarker communica-
tive process of language and cultural cransmission. Rather than con-
sider the interactions of individuals in a market context as funda-
mentally analogous to Crusoe’s isolated actions, we might consider
marker forms of interaction as fundamentally analogous to linguistic
interaction. In particular, Gadamer’s theory of language might be a
promising place to start. Gadamer’s challenging argument—that it is
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not so much we who speak language as language that speaks us—
underscores the point that the process by which we comprehend our
world takes place on the social level. If we appreciate the way language
constitutes the basis of all understanding, it seems clear that the
communicative processes involved in market institutions are emergent
extensions of the linguistic process. What existed historically before
the emergence of markets was not Robinson Crusoe but processes of
cultural evolution in which interacting human beings participated.
Markets can be viewed as offshoots of, and complements to, the process
of cultural dynamics.?”

Gz ‘amer’s work on the way tradition is “appropriated” is, I believe,
an approach to cultural change that can steer berween the hazards
Kirzner warns against. It makes change intelligible as something that
grows out of history; yet it permits radical, nonmechanistic change.
I think the theory of entrepreneurship could more fully account for
the discovery and interpretation aspects of economic change if it were
built on the hermeneutical theory of language and culture.’
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Janet T. Landa

4

Culture and Entrepreneurship
in Less-Developed Countries:
Ethnic Trading Networks as
Economic Organizations

In this chapter I will focus specifically on the relationship between
culture and ethnic middleman entrepreneurship in less-developed coun-
tries (LDCs). Ethnically homogeneous middleman groups (EHMGs)
have played significant roles in cross-cultural trade throughout history.!
Some of these EHMGs, such as the Jews in medieval Europe, have
persisted over long periods of time; others, in present-day LDCs—the
Chinese in Southeast Asia, the Indians in East and Central Africa, the
Lebanese in West Africa—have relatively shorter histories. What
accounts for the success and persistence of these EHMGs? Does culture
play a role??

Economists have paid little attention to this area, relegating the
study of culture and of ethnic middleman entrepreneurship to sister
disciplines of sociology, anthropology, and marketing theory. In recent
years, however, there has appeared a small but growing body of
economic literature on the determinants of ethnic group differences
in labor markets and in entrepreneurial roles. William Darity and
Rhonda Williams, for example, have criticized contemporary economic
theory (new-classical and Austrian theory) for attempting to bury the
idea that market discrimination explains racial wage differentials or
differences in general pecuniary accomplishments across ethnic groups
under competitive conditions.3 Referring specifically to the Austrian
view of competition associated with the work of Israel Kirzner,* Darity
and Williams argued that according to that view, discriminatory wage
differentials could not be maintained because a “latent reservoir of
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alert entrepreneurs presumably would seize the profit opportunities
generated by the discriminatory wage, drive discriminating employers
from the market, and erode the wage differentials.””> Darity and
Williams also criticized what they call the “‘new’’ cultural variant of
human capital theory—associated especially with the work of Thomas
Sowellé and of Barry Chiswick’—which proposes cultural explana-
tions for differences in economic achievements across distinct racial
and ethnic groups:

If one accepts the position that culeural differences are significant
determinants of ethnic and racial inequality, then one must explain
why cultural differences salient for success are persistent. This persis-
tence is impossible to maintain if one believes the market system is
imbued with an Austrian process of competition. Sowell,? for one,
seems to have in mind exactly such a view of competition.?

Darity and Williams further argued that the inadequacies of the cultural
explanations are compounded by their inadequacies in explaining the
experiences of specific ethnic groups. In searching for an adequate
theory of ethnic success, they suggested the notion of Marxist competi-
tion, which they believe can be reconciled with the existence of market
discrimination as a persistent source of difference in racial and
ethnic group achievements:

The evolutionary nature of Marxist competition simply means that
competition gives rise to monopolies. . . . Marxist capitalist winners
consolidate and concentrate; they can exclude losers and consolidate
their positions for long stretches of time. Austzian competition's win-
ning entrepreneur cannot, in contrast, permanently maintain barriers
to preserve his position.'® According to the Austrian view, barriers
will eventually be torn down by newer contestants.

We extend Marxist competition to labor powers. Workers also
concentrate and consolidate, particularly by ethnicity or race. . . .
Specific ethnic and racial groups could gain control and dominance
of particular occupational or labor powers. . . . Pursuit of this line
of inquiry necessitates investigation of the concrete economic and
historical conditions confronted by specific ethnic and racial groups.

In this chapter, I shall argue that both the Austrian and Marxist notions
of competition are inadequate to explain the emergence and persistence
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of certain EHMGs in LDCs, such as the Chinese in Southeast Asia,
the Indians in East and Central Africa, the Lebanese in West Africa,
and the Jews in medieval Europe and elsewhere. I shall present an
alternative economic theory that takes account of the relationship of
culture ro ethnic middleman entrepreneurial success and also responds
to Darity and Williams’s criticism of the work of Sowell.

My theory is based on the concepts of transaction costs from trans-
action cost economics, which is part of the New Institutional
Economics, N-entrepreneurship or entrepreneurial gap-filling function,
cultural norms as an ethnic-specific asset, and ““group competition'!?
from modern evolutionary theory. It is an empirically grounded theory
and is based on examining the empirical realities of the social struc-
tures and cultural values of specific ethnic trading groups and the
historical-institurional contexts in which these groups are embedded.!3

Economic Man, Culture, and the Ethnic Group

The concept of the isolated, individual, rational **economic man’' (Home
Oeconomicus) is at the heart of economics. The economic man carefully
wcighs benefits and costs before arriving at a rational choice.!4 Before
man can make rational choices, however, he must be socialized or encul-
turated. The role of culture or socializing forces in influencing an
individual's rational choice has been generally ignored by economists,
with the notable exception of Hayek. Hayek is keenly aware of the rela-
tionship between the transmission of tradition and culture largely
through the family and the *'thinking man’" (see Don Lavoie’s chapter
in this volume). Recently Nobel Laureate Herbert Simon aiso emphasized
the importance of rational man as a “socially dependent creature’”:

Human beings are not the independent leibnitzian monads conjured
up by libertarian theory. Society is not something imposed on them;
it provides the matrix in which they survive and mature and act on
the environment. The society, including but not limited to the family,
provides not only nutrient, shelter, and safety during childhood and
youth, but also knowledge and skills that are needed for expert, hence
fit, adult performance. Society has enormous power, enduring through
a person’s lifetime, to enhance or reduce fitness.!>

Cultural anthropologists, on the other hand, have always insisted on
the importance of culture in influencing an individual's behavior.
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Clifford Geertz, for example, argues that men without culture are
“unworkable monstrosities’’ with

few useful instinces, fewer recognizable sentiments, and no intellect:
mental basket cases. . . . To supply the additional information
necessary to be able to act, we were forced, in turn, to rely more
heavily on cultural resources—the accumulated fund of significant
symbols. Such symbols are thus not mere expressions, instrumen-
talities, or correlates of our biological, psychological, and social
existence; they are prerequisites of it. Wichout men, no culture,
certainly; but equally, and more significantly, without culeure, no men.

We are, in sum, incomplete or unfinished animals who complete
ourselves through culture—and not through culeure in general but
through highly particular forms of it: Dobuan and Javanese, Hopi
and ltalian, upper-class and lower-class, academic and commercial.!é

The link between man and specific forms of culture ts further clarified
by anthropologist Fredrik Barth via the concept of “‘ethnic units’ or
“ethnic groups’™:

Practically all anchropological reasoning rests on the premise that
cultural variation is discontinuous: that there are aggregates of people
who essentially share a common culture, and interconnected differences
that distinguish cach such discrete culture from all others. Since culture
is nothing but a way to describe human behavior, it would follow
that there are discrete groups of people, i.e., ethnic units, to corre-
spond to each culture. !’

But what precisely is an ethnic unit? What is the cultural content of
an ethnic group?

An ethnic group, according to A. P. Royce can be defined in terms
of the following six characteristics:!8

1. The group shares common origins, such as national origins, or
common descent.

2. Group members share fundamental cultural values.

3. The group relates to other ethnic groups in a broader system of
social relations.

4. Ethnic groups are larger than kin or locality groups and transcend
face-to-face interaction.
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5. Different meanings for ethnic categories pertain both in different
social settings and for different individuals.

6. Ethnic categories are emblematic, having names and group identity.

The first characteristic points to the ethnic group as a biological or
racial group, with members of the same group identified by distin-
guishable, objective physical characteristics.

Among the characteristics listed above, anthropologists have tradi-
tionally given central importance to the second characteristic—the
connection between ethnic groups and culture. So important is this
feature thac Barth calls an ethnic group a “cultural-bearing unit.”!9
He divides the cultural contents of ethnic groups into two kinds: the
overt signals or symbols of identity—what anthropologists term
“culeural diacritica® —such as language, religion, rituals, dress style,
food preferences that people look for and exhibit to show identity;
and the underlying values, ethics, or standards of morality shared by
group members. Of particular importance to Barth is the conceprt of
the ethnic boundary:

- . the ethnic boundary canalizes social life—it entails a frequently
quite complex organization of behavior and social relations. The iden-
tification of another person as a fellow member of an ethnic group
implies a sharing of criteria for evaluation and judgment. It thus entails
the assumption that the two are fundamentally “playing the same
game''. . . . On the other hand, a dichotomization of others as
strangers, as members of another ethnic group, implies a recognition
of limitations or shared understandings, differences in criteria for
judgment of value and performance, and a restriction of interaction
to sectors of assumed common understanding and murual interest.2¢

Barth's emphasis on the dependence of the self on the values and ethics
of one’s own ethnic group is spelled out in greater detail by biologist
Lewis Thomas. Speaking of the individual, “‘myself,” Thomas says:

The original root was se or sex, simply the pronouns of the third person,
and most of the descendant words, except “'self " itself, were con-
structed to allude to other, somehow connected people; *'sibs’ and
“gossips,” relatives and close acquaintances, came from sex. Se was
also used to indicate something outside or apare, hence words like
“separate,” “'secret’” or “‘segregate.” From an extended root swedb


http:interest.20

58 THE CULTURE OF ENTREPRENEURSHIP

it moved into Greek as efhnos, meaning people of one’s own sort,
and efhos, meaning the customs of such people. “Ethics” means the
behavior of people like one’s self, one’s own ethics.?!

There is thus a clear link berween the self, the ethnic group, and the
ethics of the group; the self is inescapably socialized or enculturated.
The self, embedded in an ethnic group, belongs to a “moral
community’” of people like one’s self; the self is *‘culture-bound.’’22

The third characteristic points to the existence of smaller groups
within the wider ethnic group. Anthropologist Marshall Sahlins, for
example, sees the individual, Ego, as embedded in ever-widening
concentric circles of groupings: the family, the lineage, the village, and
finally the tribal/ethnic group.?’ Ego is seen as interacting with
individuals in ever-widening social spheres in which kinship/social
distance increase as Ego moves out from the center to the boundary
of the ethnic group. As social distance increases, mutual aid and
reciprocity between Ego and his cooperating partner decrease. Across
the ethnic/tribal boundary, Ego expects “'negative reciprocity” from
interaction with outsiders.2* Sahlins’s model of kinship/social distance
and reciprocity describes the phenomenon of nepotism and ethnocen-
trism in social or economic transactions: A person will always favor
close kin over more distant kin, and will favor fellow ethnics over
outsiders. Pierre Van den Berghe goes even further to include the
sociobiologists’ emphasis of kin selection and reciprocal altruism in
the nonhuman world as promoting inclusive fitness of the individual.
He regards ethnicity as “'kin selection” and the ethnic group (*“ethny")
as representing the outer limits of that

inbred group of near or distant kinsmen whom one knows as intimates
and whom therefore one can trust. One intuitively expects fellow
ethnics to behave ac least somewhat benevolently toward
one because of kin selection, reinforced by reciprocity. The shared
genes predispose toward beneficence; the daily interdependence rein-
forces that kin selection. Fellow ethnics are, in the deepest sense,
“our people.’2

Ethnocentrism, the identification of *‘us, the insiders whom we trust”’
and the discrimination against “‘them, the outsiders, whom we distrust”
is an inherent feature of all ethnic groups. Not all ethnic groups are
equally ethnocentric, however; some are more ethnocentric than others
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because they are more effective at enforcing the values and norms
of the group.

The fourth characteristic emphasizes the fact that ethnic identity
emerges only in the context of interethnic contact situations. Barth,
in particular, emphasizes the point that “ethnic distinctions do not
depend on an absence of social interaction and acceptance, but are
quite to the contrary often the very foundacions on which embracing
social systems are built.”’2¢

The fifth characteristic emphasizes situational use of ethnicity,
which, according to Royce,?” implies that identities can be manipulated
to suit situations:

(1) individuals can choose, within certain constraints, berween a variety
of identities; (2) individuals will maximize the options available to
them and will use ethnic identity if they perceive an advancage in
so doing; (3) that individuals have to contend, in this process, with
other individuals engaged in the same process whose interests and
perceptions may be quite different. In other words, the use of echnic
idencity is fluid and flexible.2#

The sixth characteristic focuses on the fact that ethnic groups have
names that serve as powerful symbols of identity. In fact, the ethnic
group constitutes the outer boundaries in which discrimination and
identification of “‘us™ and '‘them’’ are based.

To the six characteristics defining an ethnic group, we should add
a seventh, namely that ethnic groups ure “cultural transmission units”
in that the cultural traits of ethnic groups are treated as a group
inheritance that is transmitted most often, but not exclusively, through
family upbringing. Here the link is once again between ethnic groups
and culture, but in this case the concept of culture is defined as *'the
transmission from one generation to the next, via teaching and imita-
tion, of knowledge, values, and other factors that influence behavior.''?9
The various characteristics of an ethnic group will be important in
the development of our theory of the emergence and persistence of
EHMGs and ethnic trading boundaries.

Rules, Institutions, and Transaction Costs

An essential feature of an ethnic group, as already pointed out, is
that members share the same ethics and play by the same rules.
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This fact is important for understanding the concept of rules as
institutions. What precisely are rules? Rules, according to political
scientist Elinor Ostrom,

refer to prescriptions commonly known and used by a set of partici-
pants to order repetitive, interdependent relationships. Prescriptions
refer to which actions (or states of the world) are requived, probibited,
or permitted. Rules zrc the result of implicit or explicit efforts by a
set of individuals to achieve order and predictability within defined
situations by: (1) creating positions (e.g., members, convener, agent,
cec.); (2) stating how participants enter or leave positions; (3) stating
which actions participants in these positions are required, permitted,
or forbidden to take; and (4) stating which outcome participants are
required, permicred, or forbidden to affect.’?

In shore, all rules contain prescriptions that require, forbid, or permit
some action or outcome and these rules are monitored and enforced. 3!
All ethnic groups have such ruies, but it must be emphasized that some
ethnic groups are more efficient in enforcing in-group norms than are
other ethnic groups. The ethnic groups that have emerged to dominate
middleman roles, such as the Chinese in Southeast Asia, the Indians
in East and Central Africa, the Jews in Jerba and in Antwerp, all have
strict codes thar are strongly enforced.3?

The study of institutions is at the heart of transaction cost
economics, which is part of the New Institutional Economics.33
Institutions emerge in order to economize on transaction costs. Trans-
action costs include the search for trading partners, costs of contract
negotiation, and enforcement. Oliver E. Williamson has identified
three alternative economic institutions or modes of economic organiza-
tion of developed capitalist economies for coordinating the actions
of interdependent firms: the market via contracts, the vertically
integrated firm, and relational contracting (ongoing long-term
contractual relations). Central to Williamson's work is the behavioral
assumption that “‘some individuals are opportanistic some of the time
and that differential trustworthiness is rarely, transparent ex-ante.
As a consequence, ex-ante screening efforts are made and ex-post
safeguards are created.’* Opportunism is defined as “self-secking
with guile,” of which breach of contract is an example. Williamson
argues that vertical integration and long-term relational contracts can
be viewed as governance structures, alternative to market contracting,
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to protect parties from opportunism, thereby economizing on the costs
of contract enforcement.

Kenneth Arrow has identified yet another way society constrains
opportunistic behavior: codes of behavior and ethics that establish truse
between two parties who share the same code. The existence of trust
economizes on transaction costs. Wichout trust, transaction costs may
be so high as to lead markets to go out of existence.?

In LDCs, the existence of mutual trust among trading partners is
manifested in the clublike institutional arrangement of the ethnically
homogeneous middleman entrepreneurial groups which emerge to
economize on the costs of enforcing contracts. (More will be said on
this topic shortly.)

Entrepreneurship, Imperfect Markets, and
Gap-Filling Functions

Entrepreneurship is often considered a fourth factor of production
or input, along with land, labor, and capital. There is, however, no
general agreement of the defining characteristics or functions of an
entreprencur. For example, Frank Knight emphasized the uncertainty-
bearing function of entrepreneurs; Joseph Schumpeter emphasized the
innovation function; Israel Kirzner emphasized the arbicrageur-
entrepreneur function as one of possessing the subjective capacity to
perceive and seize opportunities from arbitrage arising from the
existence of price differentials.?® (See also Lavoie in this volume.)
Because of the lack of consensus regarding the definition of an entre-
prencur, the concept of entrepreneurship remains elusive and has been
compared to the creature known as the “heffalump.’?’

It is clear, however, that the concept of the entrepreneur as defined
by Knight, Schumpeter, and Kirzner is applicable to developed Western
economies. Since LDCs differ significantly from developed Western
economies, it may be expected that the entrepreneurial role in LDCs
will also differ. William Glade has provided a useful general framework
for analyzing the emergence and growth of entrepreneurship in LDCs, #
A theory of entreprencurial formation, he says, must examine the role
of opportunity structure, the exogenously determined structural or
environmental factors such as technological change, population shifts,
shifts in demand, which determine the demand side of entrepreneur-
ship; and the conditions for opportunity appropriation. Given an
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objective structure of opportunity, what are the factors determining
who will perceive and appropriate the opportunities for themselves?
Glade suggests that the ability to exploit new opportunities will depend
on all key inputs and not just the conventional categories such as land,
fabor, and capital. Information networks, political connections, ‘‘trans-
action security arrangements,” and capital-mobilizing mechanisms may
also be key inputs critical to the emergence of entrepreneurship,

Harvey Leibenstein's theory of N-entreprencurship provides another
view of the importance of nonconventional inputs for the emergence
of entrepreneurs in LDCs. He defines N-entreprencurship as

the activities necessary to operate or carry on an enterprise where
not all the markets are well established or clearly defined and/for in
which the relevant pares of the production function are not completely
known. In both cases, the entreprencur coordinates activities thare
involve different markets; he is an intermarket operator. But in the
case of N-entreprencurship not all merkers exist or operate perfectly
and the entrepreneur, if he is to be successful, muse fill in for the
marker deficiencies. . . . As we have defined the entrepreneur he
is an individual or group of individuals with four major characteristics:
he connects different markets, he is capable of making up for market
deficiencies (gap-filling), he is an “input-completer,” and he creates
or expands time-binding input-transforming entities (i.c., firms).

The greater prevalence of incomplete and imperfect markets gives rise
to the significance of N-entrepreneurship, which includes the capa-
city to reduce risks and uncertainties associated with imperfect markets.
Nathaniel Leff suggests that, given the greater risks and uncertainties
in LDCs,

entreprencurship in LDCs is likely to involve more than psychological
capacity for perceiving new economic opportunities and entering
them with an aggressive investment policy. The special conditions
affecting risk and uncercainty, and the need to open new channels
for factor mobilization and product supply zre likely o impose
additional requirements. 4

Leff pointed to the role of the “Group” type of industrial organiza-
tion, a large-scale firm somewhat similar to the Japanese zasbatsu and
the American conglomerate, that “invests and produces in several
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product lines that involve wvertical integration or other economic
and technological complementaritics. Much of the private and
domestically owned advanced sector in the LDCs is in fact organized
in the Group pattern of industrial organization.”4! His Group
overcomes many of the market imperfections in LDCs by mobilizing
capital and information and by reducing uncertainty surrounding
investment and production decisions.

In this chapter, { focus on the middleman N-entrepreneurial
“gap-filling” role of coping with the problem of contract uncertainty
in LDCs where the legal framework for contract enforcement is not
well developed. Specifically, I focus on the middleman-entrepreneur’s
capacity for creating EHMGs and personalistic exchange networks for
economizing on costs of enforcing contracts, a problem ignored in
entrepreneurial cheory as well as in development economics. The
EHMGs are unlike Leff's Group form of organization in that they
do not involve vertical integration between firms, but are decentralized
trading networks among independent marketing firms linked by
particularistic ties.

EHMGs and Personalistic Trading Networks as Efficient
Economic Organizations: A Transaction Cost Approach

I'have elsewhere presented my theory of the emergence of the EHMG#2
and also generalized the theory.** What follows is a summary of aspects
of my theory of the origins of the EHMG.

Under conditions of contract uncertainty in LDCs, traders must
cope with the problem of opportunism arising from breach of contract.
Traders, operating at the individual microlevel, are aware that they
are not isolated individuals but are embedded in larger macro-units
or social structures—the family, the clan, the ethnic group—with rules
to constrain members’ behavior. The rational “embedded economic
man,” operating under conditions of contract uncertainty, will not
indiscriminately enter into impersonal exchange relations randomly
with anonymous traders. When Ego chooses his trading partners, he
will choose to enter into exchange relations with those whom he can
trust. Ego thus will favor kin over nonkin, close kin over distant kin,
and fellow ethnics over outsiders because the closer the degree of social
distance the greater the degree of trust; the greater the degree of trust
the lower the transaction costs of protecting contracts.
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The capacity for self-conscious reflection on the part of individual
traders enables each trader to deliberately create Ego-centered partic-
ularistic trading networks to cope with the problem of opportunism
in LDCs. For some traders, the Ego-centered trading network will
become truncated at the ethnic/religious boundary: The trader will
not transact across that boundary when the costs of contract enforce-
ment with outsiders are perceived to be greater than the benefits of
trading with outsiders. For other traders who must cross che ethnic/
religious boundary to have access to the source of supply, the relevant
comparison is between the costs of enforcing contracts with outsiders,
including the use of cash, and the opportunity costs of excluding out-
siders. Given an interdependent marketing nerwork, the structural effect
of many individual middlemen's rational choices of truscworthy traders
is the emergence of an EHMG/particularistic trading network with
norms of behavior constraining middleman behavior. The structural
effects of the rational choices of many craders in creating the macro-
phenomena of EHMGs may not be fully understood by the traders,
however. Norms of behavior embedded in the EHMG emerge from
an “invisible-hand process” akin to the Austrian notion of spontaneous
emergence of order. Since the EHMG is itselt part of a larger ethnic
group with its tradition and cultural norms already in existence, norms
of behavior embedded in the EHMG are seen as emergent macro-
phenomena in a highly complex, multitiered system.

The emergence of the EHMG economizes on transaction costs of
protecting contracts of members in such networks in several ways:
mutual trust between contracting parties economizes on the costs of
enforcing contracts; kinship and ethnic status/identity, because they
indicate the degree of social distance, transmit low-cost signals of the
degree of trustworthiness or reputation of a potential contracting party,
thus economizing on information costs; mutual trust between pairs
of traders, in a chain-linked middlemen system, gives rise to transitive
trust, which reduces the need to search for the reputation of indirect
partners in the chain; and the existence of a dense information network
arising from the existence of mutual aid associations or caste organiza-
tions in which EHMGs arc embedded economize. on the information
costs of directly acquiring information on the repurtation of a poten-
tial partner. Because of these economizing features of ethnic trading
networks operating in LDCs, such nerworks may be considered clublike
institutional arrangements or economic organizitions, alternatives to
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Williamson's three modes of economic organization found in highly
developed Western capitalist economies. The particularistic kinship/
ethnic trading networks are the dotninant form of economic organiza-
tion found in non-Western LDCs. As such, particularistic trading
networks may be considered a fourth kind of economic organizacion
in which relational contracting takes place between traders linked by
particularistic ties of mutual trust. Alternatively, the EHMG may be
considered to be an intermediate form of economic organization, lying
between markets (contracts) and hierarchies (the vertically integrated
firm). They are an efficient form of economic organization that emerged
for the protection of contracts, given the conditions of contract uncer-
tainty and the historical-institutional context in which these ethnic
middlemen-entrepreneurs operate.

EHMGs as “Cultural-Bearing Units”': Ethnic-Specific Assets,
Symbols of Identity, and “‘Passing”

Once an EHMG has emerged, what factors account for the persistence
of ethnic trading boundaries? I shall argue that the role of the EHMGs
as “cultural-bearing units” is one of the important factors contributing
to the persistence of the EHMG.

Every trader who belongs to the same ethnic group benefits from
belonging to the group because of the existence of shared ethics or
culeural norms that function to reduce transaction costs of protecting
contrac*s. Because of this fact, cultural norms embedded in an ethnic
group may be considered to be local public goods/assets*4 or *‘social
capital.”® Since cultural norms of behavior are specific to particular
ethnic groups, these norms may also be considered as ethnic-specific assets.
The importance of ethnic-specific assets is that the identity of indi-
viduals matters under conditions of contract uncertainty because traders
prefer to transact with insiders rather than outsiders. It is in this
context that symbols of individual and group identity—such as
names, clan names, dietary rules, language, and religion—play an
important signaling function in transmitting nonprice information on
the identity of petential partners.®® This also explains the rationale
of ethnic signaling, in which Chinese and Jewish merchants, for
example, engage in “‘situational ethnicity,” that is, the strategic use
of an cthnic identity to fit particular situations.4” Chinese traders
tend to emphasize Chinese identity when interacting with Chinese



66 THE CULTURE OF ENTREPRENEURSHIP

creditors.*® Similarly, Jews in Jerba, Tunisia,* and the Jews involved
in the diamond trade in Antwerp’® constantly use clothing, physiog-
nomic indicators, and other symbols of identity to facilitate interaction
with each other. The importance of group cultural norms in lowering
transaction costs of members of the group also explains the kind of
identity manipulation that sociologists and anthropologists call
“passing”—masquerading as someone else to improve status. Observe
the following phenomena:

Changing surname. An individual who wishes to pass into
another clan can change his surname to gain access to trading net-
works dominated by other clans. Some of the Indians in Central and
East Africa bearing the surname of Koli tried to masquerade as the
Patels, who successfully dominated middleman roles.>! Changing
names, however, may not be an effective strategy if the trading com-
munity has numerous interlocking voluntary associations and dense
informational networks that can easily uncover the real ident:ty of those
who try to pass via a change of surname. This form of passing or iden-
tity switching is rarely used by the overseas Chinese in Scutheast Asia,
for example, since the Chinese communities there are highly organized.
This might also explain why some Kolis are able to pass as Patels
because voluntary organizations are not so important in the Indian
trading communities in East and Central Africa.

Religious conversion. In order to pass as a member of another
religious group, an individual may resort to conversion; however, there
are costs to this tactic. For a Malay to convert to a Chinese way of
life, for instance, he not only has to invest in speaking the Chinese
language, but he also has to eat pork, and both involve high
psychological-adjustment costs for him.

Assimilation. Because ethnicity involves immutable physical
characteristics, it is very costly for a person from a different ethnic
group to switch ethnic identities. Within certain limits, a person may
alter physical features by plastic surgery, hair straightening or frizzing,
or wearing contact lenses to change eye color.>? In the long run, the
strategy of assimilation through intermarriage allows the children
of mixed marriages a greater chance to attain better status through
switching ethnic identities. “Switching an identity is sometimes a two-
generation process.”'>? Because the costs of ethnic identity switching
are so prohibitive, both in the short and long run, ethnicity imposes
an effective barrier for those attempting to pass as insiders.
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A major reason accounting for the persistence of ethnic trading
boundaries, then, is the role of the EHMGs as “cultural-bearing units'":
not only do insiders use symbols of identity to facilitate economic
interaction among themselves, but they also establish cultural and racial
barriers to exclude outsiders from participation in the “‘morality
community” of homogeneous middleman networks. These barriers to
entry create differential costs of passing for outsiders, with ethnicity
the most effective barrier. The EHMGsS as *‘cultural-transmission units”
further contribute to the persistence of ethnic trading boundaries.

EHMGs as ‘““Cultural-Transmission Units”’:
Private Provision of Public Goods and Family Learning

Another important consequence of the existence of group-specific
norms, viewed as ethnic-specific capital assets, is that the capital-asset
feature of cultural norms necessitates its maintenance and its transmis-
sion to future generations. Since group-specific norms are local public
goods, there is the familiar free-rider problem associated with the
private voluntary provision of public goods. Unless there are selec-
tive rewards, no individual will have the incentive to voluntarily
contribute to the provision of public goods.>* Chinese and Jewish
merchant communities have, however, overcome the traditional free-
rider problem by providing such incentives; for example, wealthy
Chinese merchants frequently donate large sums of money to establish
schools, scholarships, hospitals, or graveyards for members of their
own community.>® This is not pure altruism, but it does contain
elements of mutual aid and reciprocity as well as self-interest. Successful
merchants often are themselves the beneficiaries of mutual aid that
enabled them to be successful in the first place. The large donations
may represent a return gift for some of the benefits received from
members of the same community. The voluntary charitable contribu-
tions may also represent pure self-interest in that the contributions
furcher enhance personal reputations and prestige within the com-
munity. [t is through the learning of cultural values at school and
at home that group values are preserved and transmitted to the
members of the next generation. Ethnic groups are efficient, low-cost
“cultural-transmission units.”’

In furcher developing a theory of the EHMG with respect to
transmission of cultural values through the family, I draw on the
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insightful work of Robert Boyd and Peter Richerson.’6 These authors
argue that conventional sociobiological theory cannot explain the great
diversity of human behavior amnong ethnic groups—even though genetic
differences between such groups are relatively trivial—or the fact that
much of human socizl behavior is culturally acquired. What is needed,
they argue, is an extension of conventional sociobiological theory to
include cultural transmission of behavior. Their model, which includes
both genetic and cultural transmission of behavior, is called a *‘dual
inheritance theory” of genes and culture. In this theory, the concept
of culture is crucial and is defined

quite broadly as the transmission of the determinants of behavior
from individual to individual, and thus from generation o genera-
tion, by social learning, imitation or some other similar process. From
-our point of view, the essence of culture is that it constitutes a second,
supplementary system of inheritance.’”

The relative success in cultural transmission-—defined as the inheritance
of determinants of behavior—depends on parents teaching their
children and relatives and individuals learning from or imitating the
behavior of others, such as teachers, priests, or *‘big men."” It is social
learning that causes the communication of cultural traits directly from
individual to individual, so that culture is a “population-level
phenomenon.”’3® Cultural inheritance is important in the evolution
of human behavior because of the costs of learning. If individuals have
to discover the optimal local adaptive behavior by trial-and-error
methods, and such methods involve significant costs, selection will
provide short-cuts to learning. Cultural inheritance is adaptive precisely
because it is such a shortcut. Individuals, embedded in a cultural
population, can learn to adapt to local conditions with a much smaller
investment in learning compared to what is required in an acultural
population.>® Social learning can occur as a result of “‘direct bias,”
that is, trial-and-error learning, which can be costly. Where “‘decision-
making costs are likely to be especially high for many common choices
that have low ‘trialability’'—whom to marry, what occupation to choose,
what major capital investments to make, whether to convert to another
religion, and so forth,” 0 adoption of the following two rules-of-thumb
methods for acquiring culture can be efficient: “'frequency-dependent
bias,” copying or imitating the everyday behavior of others (*'In Rome,
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do as the Romans do’"); and “indirect bias,”” imitating those who appear
to be notably successful in a particular habitat. These methods for
acquiring culture can substitute for costly trial-and-error learning.
Crucial to Boyd and Richerson's theory is the idea that the individual
is responsive to learning and to imitation, an idea not uniike Hayek's
emphasis of the crucial role of tradition’s being transmitted to the
individual via family and community.

The idea that an individual is responsive to learning and to imitation
can be captured in Herbert Simon’s concept of ““docility.” Discussing
markets and organization, Simon defines the trait as follows:

To be docile is to be tractable, manageable, and above all
teachable. . . . Docile people are disposed to accept instruction and
instructions from the social environment they depend on. They tend
to adapt their behavior to norms and pressures of the society. . . .
From an evolutionary standpoint, having a considerable measure of
docility is not altruisi, burt enlightened selfishness.5!

Boyd and Richerson’s theory can be used to develop a concept of the
EHMG as a cultural-transmission unit, via family learning, that helps
the EHMG to persist over time. The present members of the EHMG
share the same cultural values, including rules of the game, but they
will all eventually die and be replaced by new members. What is the
process by which new members acquire the culture of the older genera-
tion of middlemen? Since many of the family firms of the deceased
middlemen will be passed on to sons, social learning of the culture
of the middleman group takes place through docility and ““frequency-
dependent bias"'—sons copying the behavior of their fathers—without
the need for costly trial-and-error learning. The next generation can
also copy those middleman-entrepreneurs who are especially successful
and have emerged to assume roles as leaders and philanthropists in
their own ethnic community. Since the enculturation process of social
learning also goes on in the wider ethnic community of which the
EHMG is a subgroup, new members of the ethnic group will also inherit
the cultural values of the group. The rules of the game and other cultural
values governing members of the present generation of middlemen,
then, will be transmitted via social learning from one generation to
the next. Since these cultural rules of the game are local public goods,
they are maintained and preserved over time at low cost. Because of
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this, ethnocentrism of members of the EHMG is reinforced; those who
are already in the middler 1n group will continue to prefer to choose
new trading partners from the younger generation of the same ethnic
group. The cultural boundaries of middleman trading networks thus
persist over time and cannot be eroded by *Austrian competition."”’
The phenomenon of the EHMG is a manifestation of successful “group
competition” of one ethnic group against other ethnic groups for
middleman-entrepreneur roles.

Group Competition, Group Loyalty, and Identification

The EHMG, as pointed out earlier, is an efficient institutional arrange-
ment for the protection of contracts in LDCs. The concept of efficiency,
as Jack Hirshleifer has pointed out, should be defined relative to the
boundaries of the group:

On all levels of life organisms have found it profitable to come together
in patterns of cooperative association. But such cooperation is always
secondary and contingent, in at least two respects: (1) in-group
cooperation is only a means for more effectively and ruchlessly
competing against outsiders, and (2) even within the group there will
not be perfect parallelism of interests, hence cooperation must
generally be supported by sanctions. . . .

Efficiency, in this interpretation, is meaningful only as a measure
of group strength or advantage relative to competing groups in the
struggle for life and resources. . . . A totally universalisti: measure
of efficiency is pointless; we must draw the line somewhere, at the
boundary of “‘us” and *“‘them.’'62

Recently, Herbert Simon has also made a similar argument drawn from
modern evolutionary theory. He argues that if a group (a family, a
company, a city, a nation, or the local baseball team) that is in
competition with other groups has a culture that contributes greatly
to the fitness of the group, it could survive at the expense of other
groups if individual members are docile and accept the contents of
their culture. Simon emphasizes the importance of organizational/group
identification and loyalty, ignored in the New Institutional Economics,
which overcomes opportunistic behavior.$?

Viewed from an evolutionary perspective, Hirshleifer's concept of
group competition, ignored in conventional economics literature,
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is crucial to our explanation of the success and persistence of EHMGs.
The very success of the foreign, ethnically homogeneous trading groups
in LDCs in appropriating middleman roles for themselves attests to the
usefulness of the concept of group competition. In the ruthless,
competitive interethnic struggle for profit opportunities, in-group
members with efficient social structures for the enforcement of
cultural norms of behavior have a competitive advantage over other
groups in appropriating and maintaining middleman-entrepreneur
roles for themselves.

Conclusion

Many EHMGs in LDCs—including the Chinese in Southeast Asia,
the Indians in East and Central Africa, the Lebanese in West Africa—
have persisted for long periods of time. What accounts for their
emergence and persistence? Central to my theory of their emergence
is the notion that in LDCs where the legal infrastructure is not well
developed for the enforcement of contracts, middlemen must take on
the additional “'gap-filling” entrepreneurial function of coping with
the problem of contract uncertainty. Ethnic groups with efficient social
structures for the enforcement of cultural norms of behavior that
facilitate mutual aid and cooperation among members will have a
differential group advantage over other ethnic groups to create
personalistic exchange networks based on mutual crust, and hence
appropriate middleman-entreprencur roles for themselves. The exist-
ence of an ethnic-specific asset, in the form of cultural norms of mutual
aid among members of an EHMG, economizes on the transaction costs
of protecting contracts. EHMGs/ethnic trading networks are thus an
efficient form of economic organization in LDCs, as an alternztive to
formal contract law and the vertically integrated firm.

To maintain middleman-entrepreneur roles, it is essential for these
EHMGs to function as ““cultural-bearing unirc.” Members use symbols
of group identity to facilitate interaction among members of the group,
and to make it costly for outsiders to enter these ethnic trading
networks. In addition, EHMGs function as ‘‘cultural-transmission
units” because wealthy members of the EHMG provide certain local
public goods, including education, to fellow members; and because
group cultural values are transmitted to future generations of the ethnic
group via family teaching. Cultural differences important for EHMGs'
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success persist over time because the market system in LDCs is imbued
with a process of group competition in which once an ethnic group
has emerged in middleman roles, the in-group will erect cultural and
racial barriers to exclude outsiders—and these barriers will last as long
as the opportunity for profit-making is present.

The “Austrian theory” of competition and entrepreneurship, as
developed by Israel Kirzner,6' cannot explain the phenomenon of
EHMGs. If subjective perception of profit opportunities is essential
for the ernergence of entrepreneurship, then one would expect entre-
preneurs to be randomly distributed 2mong the general population,
which is clearly not the case with the EHMGs. Although it is undoubted-
ly true that the subjective ability to perceive price differencials is
essential for Kirzner's entrepreneur to reap profits from arbitrage, it
is unsatisfactory to leave the entire arbitrage theory of profit depending
solely on the subjective capacity of different economic agents in the
market to perceive and scize profit opportunities. In order for the
arbitrageur-entreprencur to appropriate profits, contracts of buying
and reselling must be enforced. Kirzner's theory of competition and
entrepreneurship implicitly assumes the presence of markets with well-
developed legal infrastructure for the enforcement of contracts. Given
these assumptions, Kirzner's entreprencurs’ profit expectations always
materialize because breach of contract is ruled out in his theory.$3
Kirznerian entreprencurs do not face the transaction costs of contract
uncertainty, hence the need to particularize exchange relations and
establish cultural and racial barriers to trade. Kirzner's theory is thus
incomplete for an understanding of the emergence of EHMGs because
it implicitly assumes zero transaction costs of contract enforcement
for the appropriation of profits. Darity and Williams' notion of Marxist
competition is also inadequate in explaining why certain ethnic groups
emerge to dominate specific occupational roles, since they have not
explained how Marxist competition led certain ethnic groups to
dominate specific occupational roles in the first place.

My transaction cost-cultural approach to a theory of EHMGs, on
the other hand, can explain why cerrain ethnic groups emerge to
dominate middleman roles and why cultural differences needed for
middleman-entreprencur success are persistent.% Morcover, my-theory,
which views competition as group competition, can also be reconciled
with the existence of market discrimination as a persistent source of
differences in ethnic group achievement.
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David Martin

5

The Economic Fruits of the Spirit

The appearance of some forty to fifty million Protestants on the
southern bank of the Rio Grande del Norte was not bargained for
in the prognostications of sociologists. According to the sociological
world-view, Protestantism had done its work as one of the midwives
of science, democracy, individualism, and economic iniciative, but it
had now been peacefully retired and was fic only to fade away into
secular humanism. In any case, the specific combination of science,
democracy, individualism, and economic initiative was a kind of
incidental sideshow in the overall scheme of human and social develop-
ment, associated with the United States and the peculiar conditions
of its emergence. However apparently powerful and successful, the
American model of man and of society was a unique case. As other
societies felt the puli of social evolution, they would encer upon an
organic, collectivist, and probably Marxist future. Certainly in Latin
America, social development would ensure a passage from Catholicism
to secular collectivism without any reversion or diversion to Protestant-
ism, except maybe in a few back street chapels harboring the passive
and inconsequential consumers of religious opiates.

The Source of Protestant Appeal

Insofar as assumptions of this kind have dominated the mind-set of
sociologists, the undoubted appearance of Protestants in large numbers
in many parts of Latin America, especially in Brazil, Chile, and
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Guatemala, has to be viewed as a temporary excrescence brought about
by the improper exercise of American power and influence. Yet it is
not necessary to believe that American power and influence are
invariably ranged on the side of the angels to find this explanation
implausible. No doubt American power and prosperity are atcractive
to many impoverished Latin Americans, and no doubt many of them
are exposed to the seductions of evangelistic media financed wholly
or in part by Americans. But equally there is a massive counter-
propaganda which defines Protestantism as an alien intrusion, and
this counter-propaganda can rely on reserves of anti-gringo sentiment.
The idea that the current expansion of Protestantism is largely the
result of external stimulation simply cannot be sustained. Rather, the
dynamics of Latin American culture have generated the Protestant
expansion. Alchough many of the seeds may have been dropped from
external sources, the growth is indigenous. Nothing increases a
hundredfold without fertile soil.

Indeed, one of the conditions of success and expansion is that
Protestantism should “'go native” and become incarnate in the forms
of Latin American culture. Conversion most frequently occurs by
families and villages and by neighborhood networks, rather than by
single individuals, and that 1.:dicates how Protestantism works in the
Latin American mode. When a Protestane church sets up a network
of patronage, secking patrons and dispensing favors, it has adapeed
itself in some degree to its environment. The authoritative style of the
pastorate illustrates the same process. A faith seeking to convert and
to change must itself undergo change and conversion.

If, however, we reject the idea that the expansion of Protestantism
is an intruding and artificial emanation of American hegemony, and
if we recognize that being a Protestant is nowadays just an alternative
way of being a Latin American, it is still appropriate once again to
invoke the classic problematic of Protestantism and apply that to the
new Latin American context. Does Protestantism nurture a novel sense
of selfhood and personal responsibility issuing in improved conditions
of life? Does it foster educational ambition, literacy, and economic
initiative? Does it, together no doubt with other factors, help bring
about a culture of sobriety and disciplined endeavor, of striving and
saving, likely to case the advent of capitalism? Is it, in short, the sort
of reform of manners which provided the ambience of Mecthodism
in eighteenth-century England and ran pari passu with the Industrial
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Revolution? (After all, the Pentecostalism which provides the main
thrust of conternporary Protestant expansion in Latin America is a
clear lineal descendant through recent North American forbears of
eighteenth-century Methodism.)

The Protestant Ethic

To redeploy this problematic is not straightforwardly to activate once
again the Weberian debate concerning a collusion between the original
spirit of Protestantism and the genesis of capitalism. Pentecostals in
coniemporary Latin America are no more in a position to captain large
enterprises than were the colliers and fisher folk, artisans and journey-
men converted by Wesley and his followers. Indeed, the personal and
economic resources of Latin American Pentecostals are arguably even
more exiguous than those of eighteenth-century English Methodists.
The question currently posed, then, is whether or not the reform of
manners, the shifts of psychic disposition, and the modes of religious
solidarity now emerging in Latin America simultancously ease the lot
of those involved and prepare the path of capitalist organization.

It may be that the adoption of personal discipline and temperance,
together with a sense of individual worth, of new horizons and
possibilities, can help even in the dire conditions of the Latin American
poor. Perhaps mutual assistance among the brethren, the acquisition
of skills in organization and speaking, the extension of credit to those
known to be under the disciplines of a common faith can in combina-
tion make some marginal improvement on life chances or at least
provide some protection against economic vicissitude. After all, it
makes intuitive sense to suppose that disciplined people roped together
and animated by a common purpose stand a better chance of survival
and advancement than those fatalistically exposed to chaos and
disorganization. What, then, is the evidence?

The evidence is contradictory, in part suggesting that Protestants
do muke some discernible headway relative to their Catholic compeers,
in part suggesting that there is littde difference between the two groups.
Before surveying some of this evidence there is, however, a preliminary
point to be made. This concerns the distinction between the first onset
of Protestantism in Latin America, which was minor and largely alien
in organization, and the current onset, which is massive and largely
indigenous. The first onset was zssociated with *historic” Protestants,
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in particular Baptists and Presbyterians. There is little doubr that it
brought into being a number of Protestant subcultures equipped with
educational, welfare, and even medical facilities, and that these sub-
cultures secured social advancement and the fruits of the economic
spirit. The current onsct is largely associated with Pentecostals, though
there are also many faith missions, as well as Adventists, Mormons,
and Jehovah's Witnesses. The conflice of evidence concerns the current
onset and is particularly ambiguous with regard to the Pentecostals. !

Pentecostals

The evidence presented by Cecilia Mariz and Cornelia Butler Flora
exemplifies the kind of negative conclusions which some researchers
have come to with regard to Pentecostals. Cornelia Butler Flora
conducted research among Pentecostals in Colombia at an carly stage
in the overall process of conversion, and argued that there was no
perceptible connection between conversion and improved personal
circumstances. According to her, Pentecostals had no sense of enhanced
personal capacities. At the same time, she found them capable of
altering cheir pattern of consumption and reintegrating the family.
And they were to be found in particular among the self-employed and
those employed by small enterpriscs.

Cecilia Mariz undertook small-scale research in Brazil, comparing
the life histories of people in Pentecostal groups, Spiritist groups, and
Catholic-based communities. She concluded thae all three groups
enhanced the capacity of their members for survival, but in different
ways. The base communities had a political and charicable outreach
directed roward the whole community, and in that they followed a
traditional breadth of Cacholic concern. They constituted an option
for the poor. The Pentecostal groups, by contrast, constituted an
option of the poor. Their ambit of concern was restricted to the
brethren. Many had been sick or alcoholic. Cecilia Mariz did not find
any noticcable economic improvement among them except among those
who became pastors, but she did note the effects brought about by
enhanced health, by abstinence, and by spiritual calm, on che family
budget. She concluded that Pentecostals probably enlarge cheir capacity
to cope with poverty. Both the base community and Pentecostal group
encourage verbal self-expression, the one in the form of debate and
the other in the form of preaching and proselytizing.



Mactin =~ The Ecomomic Fruits of the Spirit 77

What these two researchers show is consonant with a considerable
body of evidence. Pentecostals are found relatively more often in
occupations which already possess some element of personal self-
determination, however lowly and intermitcent the actual employment
may be. They acquire certain skills through their experience in the
group, they alter their patterns of consumption, they build up family
solidarity, they help cach other, and they cope better with the
vicissitudes of life. (Parenthetically it is important to underline the
way in which they build up family solidarity. They simultaneously pull
out of the wider net of obligations and firm up the innermost familial
ties, thus conforming to the picture we have of the proto-industrial
family as indicated by Brigitte Berger in her chapter in this volume.)

The characteristics just mentioned, even if not exclusive' to
Pentecostals, would at least seem to be helpful in the struggle for
survival, even though neither Cecilia Mariz nor Cornelia Butler Flora
discerns any capacity for economic improvement greater than that
experienced by non-Protestant compeers.

The Social Cyclotron

But, other elements must be taken into account. One is that many
people enter Pentecostal groups and leave them for others (or simply
leave them altogether) in a highly volatile manner. The whole social
cyclotron is being speeded up, and the Pentecostal atoms are volatile
parts of an increasingly volatile universe. However, this does not mean
that movement between Pentecostal groups, or even movement in and
evencually out, fails to leave a mark. Moreover, the movement in and
the movement out may occur over a generation. If a mother, say, in
one generation acquires certain ways of acting, these may easily become
part of a continuing family tradition. Let us suppose that she alters
pacterns of family consumption and entertains ambitions for the literacy
of her children. It is reasonable to suppose that those patterns and
ambitions bear their economic fruit one or two generations later. The
fruits of the economic spiric ripen over time, those in whom they are
eventually discernible are not necessarily in the same religious body
as their forbears.

Clearly, it is very difficule to draw firm conclusions about the relative
advantages of adopting Protestantism and joining a Protestant group
just by making comparisons between members of such a group and
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nonmembers. This comparison is particularly problematic when the
group concerned makes a specific appeal to those who are distressed,
sick, or in some way partially incapacitated. The group may offer
advantages to some of its members, while for others ir may merely
restore them to something approaching normality.

The point about the advancement achieved by pastors and leaders
is worth elaboration. Presumably, those Pentecostals who become
leaders have superior abilities in the milieu from which they came.
Although they have lacked the conventional means of educational and
economic improvement, they have nevertheless advanced to the leader-
ship of an autonomous network of believers. In running a religious
organization, they have become a kind of moral entrepreneur. In this
role they acquire modest economic resources, as well as connections,
contacts, and even international vistas denied to others. They are
therefore an emergent stratum of some significance, and moreover one
which offers a model to fellow believers for emulation.

The Religious Marketplace

People in this fraternity of moral and religious entrepreneurs are in
competition one with another and have converted the whole religious
field into a competitive arena. The effects of religious innovation are
by no means confined to the innnvators themselves but also affect the
established religions through the impact of competition. The style of
the established priese has to alter ro cope with the competition of the
preacher. Religious bodies bid 1or popularity and adjust themselves
to the market. Peter Berger ha, elaborated on the significance of
different “lines” in the religious market, more particularly with respect
to ecumenism, but in the present context it is important to recognize
that religious pluralism can run supportively in relation to both political
and economic pluralism.

If the pastors are the leading edge of an entrepreneurial religious
culture offering a style to other believers for emulation, so too the
more successful churches offer themselves and their style for emulation.
Given that salvation is offered to all without account raken of social
standing, there follows a process of social mixing within churches. The
poorer feel pleased to mix with the somewhat better off. They may
even travel some distance to church to share in a particular social
atmosphere. In this manner, they by degrees acquire certain habits
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and assumptions, as well as connections, which stand them in
good stead, especially when it comes to employment. The activities
of a large, lively, and well-run church will ateract people whose meager
resources are supplemented by their participation and by all kinds
of social learning. Indeed, some of the main churches in the large
cities like Bogota and Mexico City are hives of activity in which a
wide variety of skills, including busine:s administration on occasion,
may be acquired.

It is worth inserting heze a reference to the modest evidence
available concerning Mormons and Adventists. Alchough some 70
percent of contemporary Protestant expansion concerns Pentecoseals
there is nevertheless a notable advance of Mormonism, and Adventist
missions have been active and often successful for generations. So far
as Adventists are concerned, they frequently create a complete
subculture equipped with medical and educational facilities and
acquire a personal discipline, especially in matters of hygiene, which
backs up those facilities. They are thus well placed to take up such
opportunities as may occur. So far as the Mormons are concerned
they integrate believers into an incernational network which is
orientated toward the United States. More than any other group
Mormons inculcate the no:ms of middle-class America and are said
to be easily recognizable by cheir businesslike American clothes and
address. Pilgrimages by bus to Utah encourage converts to admire
and seek the advantages of an American life style. Moreover, those
who accept the faith also adopt an abstemious regimen of health and
submit to a code of cleanliness and home improvement. Even if this
orientazicn to America is not sustained to the extent that it once was,
nevertheless becoming a Mormon clearly involves participation in a
distinctive environment and a severing of previous ties. David
Clawson’s interesting study of Mormons in a Nealtican community
in Central Mexico provides some localized evidence of their readiness
for leadership, their desire to read, and their eagerness for cconomic
innovation and cooperation.? Of course, Mormonism is only marginally
a form of mainstream Protestantism, bur its ethos emerged out of
an American Protestant context, which it continues to reflece.

Returning to mainstream Protestant activity in Latin America,
we need to understand the variety of contexts from which converts
are drawn and the different styles o ministry and social organiza-
tion to whick they may be introduced. Jean-Pierre Bastian, writing
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of Mexico, emphasizes in particular the difference between the
activities of numerous small Protestant groups found in rural
areas and the bureaucratically organized networks operating in the
larger cities.?

Comparisons of Protestants with Catholics

The variety of context and milieu from -which converts aze drawn makes
any broad comparisons of the economic situation of Protestants with
Catholics problematic. Some studies, for example, show that a group
displaced by the advent of a money economy and reduced from poverty
to total <lestitution may be attracted to Protestantism as a hope of
last resort. When that occurs, the task of the sociologist is to locate
which element or elements in their new faith may help them best to
survive dire circumstances.

It may well be, as some studies indicate, that the converts simply
begin to look beyond their local situation, make contacts in the towns
or other areas of possible employment, and proceed to pass along a
helpful network of fellow believers. Other studies may show that in
a particular area most people are quite closely bound together into
hierarchies and into horizontal bonds and that Catholicism is deeply
implicated in these hierarchies and bonds. In such a situation those
who become Protestant are likely to be people with some modest inde-
pendence. In a rural area a smallish group of semi-independent
agricultural workers may wish to establish a space in which to exercise
social autonomy: Protestantism offers them a comprehensive exit from
the status quo. Once within a Protestant group, they are freed from
all the social links, costs, and obligations of the fiesta and godparent-
hood. In a rownship those working as porters or minor salespeople
or stonemasons or nightwatchmen may find attraction in the warmth
and solidarity of an evangelistic meeting. Morcover, when the big
revivalistic campaigns or local rallies come round, they gain some sense
of collective power, confidence, and visibility, as people who at last
are literally starting to count. They are, in short, engaging in a form
of mobilization, sending out the message that they are fhere, even though
that message is peaceable and unthreatening. Such people have thac
edge of independence and that sense of personal space which makes
Protestantism an attractive option, and moreover an option which will,
however marginally, enlarge that personal space yet further.



Marcin - The Economic Fruits of the Spivit 81

El Petén, Guatemala

Research in El Perén, Guatemala, conducted by the anthropologists
Norman Schwartz and Rubem Reina, gives some idea of the complex
relation of Protestantism to local social structure.4 The study begins by
drawing on a point made over two decades ago by Emilio Willems that
Protestants are found not only among migrants to the new rural fron-
tiers or among those otherwise isolated in the city but also among people
who own middle-sized plots of land.? These constitute a kind of frugal,
land-working peasantry who farm for subsistence and are tairly inde-
pendent of markets. What is important in such instances is a relative
freedom from ecclesiastical and social authority combined with ade-
quate means for sustaining an independent existence. Schwartz and
Reina approached three communities in El Petén, northern Guatemala,
equipped with an interest in such semi-independent middle groups.
Does their susceptibility to conversion vary in some way in relation
v their independence, their tendency to migrate, and their openness
to change in general?

Schwartz and Reina comment on the weakness of the Roman
Catholic Church in El Petén up to 1954, People still distinguish
sharply between the religion of the clergy and the social identity of
being Catholic. The three communities they studied are in an isolated
frontier area which was spared any traumaric conquest and was
never subject to patron-client relationships or to the hacienda system.
Although the urea theoretically ought to be ripe for conversion, in fact
this potential is mediated and canalized by the precise nature of the
different social systems. In the town of Flores, which is the main local
center, there is a system of marked social stratification which prevents
some potential converts from opting for innovation. Those who do
become converted are middle-class, but less secure and less able to
compete with the clite than are the “new” Catholics nurtured by
the priests. The main area of conflict is berween the old and the
new Catholics, who respectively comprise the elite and the counterelite.
In the community of San Andrés, by contrast, the system of strati-
fication is less marked and people are more willing to work out
their frustrations. *“There is consequently more religious activity in
San Andrés than in Flores and proportionately more people opt for
innovation. There is, moreover, a base in the cu nunity culture for
innovative agents.”'¢ This brief sketch shows how diiicult it is to make
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statistical comparisons between Protestants and Catholics. Who is
available for economic and/or religious innovation depends on the
shape of the social structure.

Agencies of Change

The various agencies of change in such situations may be very
complicated and feed one into the other. One has to imagine that with
the movement of people and the extension of communication in every
sense, the marginally becter-off and the more dynamic, active, and
intelligent start to adopt new styles and modes of behavior and have
some increased sense of themselves as agents. It is at this juncture that
they become conscious of the Protestant option and above all of what
it can offer in terms of social relationships which allow them self-
expression, self-control, and autonomous management. The question
as to whether the Roman Catholic Church is aligned politically with
right or left is at this point not so important as its long-term implica-
tion in all that has been. It covers the whole society and is the mainstay
of its organic unities and hierarchies. It follows that a new religious
group offers the one thing that dramatically signals change, which is
a voluntary, active act of adhesion to a self-governing association out-
side the “'system.” It provides a free space in which people of several
social sorts who are mostly above the lowest reach of misery and mostly
well below the professional middle classes can be themselves and
run their own show.

Basically, Protestantism in Latin America is a movement of
withdrawal from all that was on the part of people who are on che
move or who have been forced to move. That withdrawal includes
the rejection of personal violence and of social violence. Those who
become Protestants reject the machismo of the male personality and
equally reject the path of political rebellion. Bitter experience has taught
them that they have little to hope for from political action or from
the political violence of the left or right. Rather they engage in a personal
and peaceable reform which may yield them some tangible ‘‘better-
ment”’ in all the senses of the word betterment. The betterment is in
the first place moral but it is also, in the second place medical and
economic. One way or another they wish to get up off the dirt floor.
They do not become converted in order to prosper but if their endeavors
are prospered they are gratefi | for the kindly disposition of Providence.
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For the moment, of course, the access of prosperity is for the most
part very marginal, and may even be no more than some protection
against total destitution. But with new generations and the persistence
of a culture of striving in which cleanliness is next to godliness, they
are well placed to take up whatever opportunities may present
themselves and to assist one another in locating where these oppor-
tunities are most easily available.

Protestantism in Latin America is a fissile, highly adaptable
phenomenon which is part of the breakup of organic wholes and of
the antecedent religiopolitical system. It represents a mutation from
religious monopoly to religious competition, from a territorial, auto-
matic, and passive faith to the voluntary and mobile congregation.
To that extent, it is at least congruent with competition and choice
in the economic sphere. Add to that a discipline of person, of family,
and of work, and there exists a psychology apt for capitalistic
industry. It may be generations before this particular option of the
poor produces captains of industry or corporate managers. Non-
conformity even in industrial England took its time in producing the
makers of chocolate, of corn flakes, soap, and biscuits, of flour and
jam. In proper conformity with their origins, the British Noncon-
formists preduced homely, useful objects. Something similar could be
in train in the Latin America of today.

The Relationship of Religion to Development

The lesson to be drawn from studies of the relationshiip of religion
to social and economic development is that the relationship is at one
and the same time real and indirect. There is no way of telling whether
it is those who are apt for change who opt for the new model of faith
or whether those who opt for the new faith become as a result apt
for change. What is required is an imaginative response to the way
in which over a minimum of two generations, and possibly over several,
a religion which encourages sobriety and personal discipline, and which
is lay and participatory in style, which abolishes the hierarchy of media-
tions between man and God, and which is created by and helps create
a competitive milicu, may also create useful and potent congruences
with an entrepreneurial culture.

One final point concerns the wider ambit of the phenomenon
just discussed. The cultural shifts coming about so dramatically in Latin
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America and focused in Pentecostalism are observable much more
widely. In sub-Saharan and southern Africa they are located in separatist
and syncretic churches as well as in evangelical and Pentecostal
Protestantism. In the Pacific Rim, India, and the Far East they are
located in neo-Buddhist, neo-Islamic, and neo-Hindu movements,
as well as in evangelical and Pentecostal Protestantism. There is,
in short, a worldwide mobilization of familial and personal resources
which is organized within and which corresponds to the exigencies
of contemporary economic and social development.
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Entrepreneurs Embattled:
Barriers 10 Entrepreneurship
in South Africa

One of the Western stereotypes of the entrepreneur is that of the
“Lone Ranger,”” succeeding in a hostile environment. S. G. Redding
poses an alternative model—East Asian capitalism, which is successful
buc different,! with entire families—rather than individuals—entering
the economic fray. This chapter will focus on the differing and
complementary entrepreneurial roles of individuals and groups in
South Africa. What light can African capitalism throw on these roles?
Certainly the idea that capitalism can be non-Western and non-
individualistic is compatible with African political rhetoric and tribal
history. Indeed, Redding’s exposition of Chinese capitalism received
an enthusiastic response at a workshop in Johannesburg where many
complaints were expressed about the inappropriateness of applying
Western models to African economic practice.? Is this congruence
between the African and Asian models reflected in economic reality?

More precisely, is there a unique African pattern of communal
economic functioning, difterent from both Eastern and Western
patterns? This chapter examines community support for the entrepre-
neur in three South African groups exhibiting more communalistic
than individualistic inclinations, at face value at least: Indians,
Afrikaners, and South African urban blacks. In addition to their
communal orientation, these groups are economically significant in
South Africa and provide interesting comparisons with one another.
The Indians and blacks may be compared for their responses to the
external prejudice and discriminatory legislation that have hampered
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their business enterprises; the Afrikaners and blacks may be compared
for their response to an internal religious and social negation of business
as a carecr. Although English-speaking whites were also interviewed
in the study on which this chapter is based, findings from this group
will not be discussed here.?

In addition to explaining a small part of the general entrepreneurial
puzzle, the study can help South Africa itself. Most obviously, with
a black unemployment rate of at least 20 percent,” and a per capita
GNP of U.S. $2,290 per year,® entrepreneurs are desperately needed
for the expansion of the economy. Even more important in societies
in transition is the role Brigitte Berger ascribed to small-scale entre-
preneurship: that of community- and institution-building.¢ We need
to understand the way entrepreneurs function, not only as potential
employers or even independent subsisters, but also as community-
shapers and ultimately nation-builders.

The rescarch for this study was carried out in the industrial
and commercial heartland of South Africa, an area known as the
PWYV (Pretoria-Witwatersrand-Vereeniging) triangle, which centers
on Johannesburg. Both group discussions and individual interviews
were used to obtain data from forty Indians, thirty-seven blacks, and
twenty Afrikaners who were either currently running a small business
or had run a small business that subsequently expanded.

Indian Business: The Organic Network

The Indian business networks examined in this study are rich and
varied. They cross generations and even oceans, and incorporate not
only the obvious kin, but also more diffuse relationships such as “‘the
small factory owner who was my dad's closest friend for forty years
and whose son is to marry my niece.”'” The term “‘organic network”™
describes this type of relationship. An organic network is not
consciously developed for a specific purpose, but is one of many
reciprocal networks developing within a community and covering
different functions. It is an incradicable, and usually unconscious, part
of an individual's life.

This type of network appears to be the primary tool of Indian
business survival: family networks, religious networks, friendship
networks, all play a role in the businesses studied. Every Indian inter-
viewed had received business nelp from another Indian, whether this
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help amounted to thousands of rands in cash or credit, or simply the
loan of a truck for transporting fresh produce from the market,
Networks appeared to play a role in all aspects of the business, from
the provision of initial credit and stock to help behind the counter
to import/export contacts. This pattern is very similar to that of the
Chinese families described by Redding who were the source of business
socialization and provided both capital and apprenticeship cppor-
tunities.® The differences between Indians and the other groups
are shown in Figure 6.1. Indians received start-up assistance in the
form of cash, credit, supplies, and even shop fittings, from all sections
of their community. Not only was the spread of their start-up resources
wider, but more Indians also received help in each potential donor
category. Some categories, such as ethnic group assistance, were
significant only for the Indians: other Indians helped Indians, but other
blacks did not help blacks and other Afrikaners did not help Afrikaners.
Family provided no start-up assistance for Afrikaners and friends
provided none for blacks. In common with other ethnic enclaves,
Indian businesses do rely on consumers from outside the community,?
supplemented by a strong ethnic loyalty, particularly relating to
professional services.

Several factors have served to strengthen the Indian networks. The
first Indian businessmen came to South Africa as "passenger Indians,”
that is, people who had paid for their own passage, as distinct from
the indentured laborers who were brought there to work in the sugar
plantations. The passenger Indians were mainly Moslcms, and Moslems
have since dominated Indian trading and commercial life. Only 20
percent of the Indians in South Africa are Moslem, but about 70 per-
cent of Indian enterprises are run by Moslems.!? The first ties that
bound the passenger Indians were geographic; men from the same
village traveled on the same ship and often shared accommodations
to save costs. These early ties still bind the children and grandchildren
with obligations and rewards—favors owed and trus: offered.

In the early days, Indians were employed by other Indians, whether
they were bookkeepers or sweepers. This was partly because of ethnic
and religious loyalty, partly because of language difficulties, and parcly
because of prejudice on the part of other potential employers. Religion
is an important component of ethnic loyalty, but not the whole of it.
Preference will be given, or help offered, first to a family member,
second to a coreligionist, third to another Indian. In some cases, such
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Figure 6.1
Individual Sources of Start-Up Assistance for South African Entrepreneurs
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as the prepzration and sale of Halaal foods, employment only of
coreligionists is essential.

Both religion and family play a role in the development of business
skilis and values. Family provides approval, as well as specific business
teaching and socialization: **Mother was the keypin . . . she gave us
our courage, pushed us, promoted us, showed us how to behave as
business people and be enterprising.””!! Religion provides a general
approval of business. There is no question of business in itself being
an immoral occupation, or money being tainted: “God provided it
that one should see to the increment of one’s fortunes for the sake
of the chiddren. . . . Ultimately our belief is that if you have good
intentions, if you're honest and straightforward and you do hard work,
you must see success.”''? The sense of the speaker’s being in control
of his own destiny, the clear connection between individual action and
results, is seriking, and illustrates an important dimension of the Indian
sense of communalism or community. This is not a community that
expects or encourages individual passivity. It does not take care of
the individual simply because he is a human being, or an Indian, or
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a Moslem; i assists him to take care of himself. It is not a hammocklike
support into which the individual can gratefully collapse; rather, it is like
a set of starting blocks from which the individual must begin the race.

In addition to generalized approval, religious beliefs incorporate
specific business practices. The Koran is often quoted as the source
of business advice: ““We buy cheap ard sell cheap—a ruling which
has its foundations in the Islamic way of thinking—thac is why we
are successful.”'* This may well be a particular interpretarion favored
by entreprencurially minded Moslems, as Walter Connor seems to
suggest that in Eastern Europe the Moslems are more of an economic
drawback than a resource.' Patronizing the businesses of coreligionists
is also encouraged. One businessman said simply, "It is my duty to
make another Moslem rich.”” Another described it in a more complex
fashion, explaining that since Moslems are obliged to pay a religious
tax of 2.5 percent of their income every year, he would prefer that
the profits from the money he spent went to another Moslem, and
eventually, through the religious tax, to the poor.

The proactive nature of this community can bese be illustrated by
the important role played by friends in the Indian businesses (Figure 6.1).
Friends provided more start-up support to new businesses than did
any other section of the Indian community. A family network may
arrive ready-made, but a friendship network does not: it must be
developed and nureured. In our study, offering business help seemed
to be an importanc sign of friendship, and several respondents said
they preferred to obrain help from friends rather than from family
because if tamily help you, you never hear the last of it. The virtue
of the Indian network is not only that it exists as a resource, but also
that by working in networks the Indian businessmen learn to use and
develop nerworks and then apply this knowledge, first outside the family
circle and second outside the Indian communiry altogether. The benefits
of reciprocity are well understood. Time and again Indians explained
that to increase your marker you must extend credit to retailers and
to hawkers. A sharp distinction was made between credit extended
to sellers, which could develop a business, and credit to consumers,
a practice that was frowned upon.

The Indians in South Atrica were able to draw on their religious
family, and cthnic resources to overcome the obstacles placed in their
way by legislative and social discriminacion. The earliest legislation,
limiting Indian immigration and land ownership, probably had its
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origins in white envy of Indian business success and fear of business
competition.!> The worst blow to Indian businesses came from the
Group Areas Act of 1950, which demarcated specific areas for
occupation by members of particular racial groups and forced Indian
businesses from the prosperous white areas into enclosed Indian areas.
Nevertheless, the Indian businessmen not only survived but prospered,
using white nominces and front companies, and attracting white
customers to the areas where Indians could legally operace. Religious
and community approval provided the spiritual capital: necworks were
the means, and survival and even prosperity the result.

Black Entrepreneurs: Individual Success and
Strategic Networks

In every aspect of business, black businessmen and -women interviewed
came across as sturdy individualists who relied mainly on themselves
for help. Although the black township community is rich in helping
networks—revolving credit associations, burial societies, women's
church organizations—these did not appear oriented toward helping
small businesses or generating capital for starting such businesses. Some
family businesses were encountered, but these were not the rule, and
they were also fairly carefully confined to immediate family.

In organic networks, linkages flow under, over, and through discrete
sociological categories—from nuclear family to friends of neighbors
and back to extended family. In an organic network it is logical to
employ somebody because he is your ex-father-in-law's nephew. No
such diffuse relationships were found in the black community. Whereas
Figure 6.1 shows the interdependence of the Indian entrepreneur,
Figure 6.2 shows starkly the independence of the black entrepreneur.
Neither people (Figure 6.1) nor institutions (Figure 6.2) provide
much assistance to the black entreprencur. Savings and money
generated from a previous business provided the major sources of
start-up capital for more businesses in the black group than in any
other group (Figure 6.2).

Where networks do operate in the black community, they are func-
tional or strategic rather than organic. That is, they are single-clement
neeworks, consciously developed for a specific purpose. In this case
they are usually consumption neeworks, and a black producer of goods
or services calls on other blacks to choose his product in preference
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Figure 6.2
Institutional Sources of Start-Up Capital for South African Entrepremeurs

100
D Indians
sor . Blacks
g’ 60 1 D Afrikaners
c
3
& 401
201
0 : jl_
Previous Savings Bank Development  Inheritance
business ofganization

The number of cases are: Indians = 0. Afrskaners « 20, Blacks = 37.
SOURCE: Awshor

to a white-generated product, in the interests of black solidarity and
black economic empowerment. The appeal is pitched ar the political
rather than the economic level. This usually occurs among more
sophisticated users—in this study, a black computer consultanc offer-
ing his services to the black professional community, and a black
community organization producing school uniforms whose purchase
was decided on by school principals rather than parents. The ordinary
township consumer scems as likely 10 express suspicion as support
of black-produced goods.!®

Business in a black township does not enjoy high status within
the community. There is no overt religious support or justification
for it, as there is among the Indians. Indeed, some respondents
expressed the view that as Christians, they should not be engaged in
direct profit making. This view appears to have much in common
with that ascribed by Walter Connor to the Russians, when he refers
to the moral ambiguity of cooperatives in the public mind and the
supposed moral inferiority of entrepreneurial skills.?” Historically,
because of the limitations on trading in black townships, people who
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did manage to get licenses were regarded as being, if not corrupe in
an economic sense, then certainly politically corrupt and in cahoots
with the white administrative bureaucracy of the township. In addicion,
these early traders were often people of little education, and therefore
their choice of business as a profession contrasted poorly with the high-
status professions such as teaching. Later, when the allocation of
business sites was carried out by black town councilors, often themselves
under attack for alleged collaboration with whites and supposed malad-
ministration, the unsavory associations of business were strengthened,

Perhaps chis lack of community status for business is one of the
reasons black community networks and resources have not been made
available for the development of small business. Another could be the
lack of business socialization. Among the Indians, employing another
Indian in your business is, apart from any other consideration, a safe
bet from a business point of view. The interviews made clear the extent
to which Indian children were involved in business from an carly age.
Not all South African Indians are involved in business, of course, but
those from the business families may be sure that other tamily members
have grown up with both a respect for and a competence in business,
making them desirable business pareners. They may be brought in as
much for the good of the business as tor the good of the family. In
the black township, family members are brought inco the business for
the good of the family. In some instances this has worked, but there
are many complaines of family workers being lazy, negligent, and
impossible to fire. Such complaints are not unique to the black group:
both the Afrikancers and the Indians express reservacions, in principle,
about the desirability of employing family, and in particular about
their children coming into the business.

In practice, it seems t be only the township businessmen who are
the targets of community and family contempt and hostility. Particularly
worrying is the hostility expressed by the young people—a criminal
hostility expressed in the form of piltering aiid looting, and a political
hostility expressed by coercion and even arson. When the businessman
in the township is defined as part of a group, it is always to his disad-
vantage. It he is defined as a businessman first, and black sccond,
he is then also defined as wealthy and the legitimace targee of theft,
along with white entreprencurs. ' He is required to provide donations
for funerals and other political evenes. If he is defined as black, it is
not t make him the beneficiary of black solidarity, but rather to
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make him parc of the black struggle and to demand support for a
consumer boycott that might cost him his livelihood.

One of the businessmen interviewed had run into this sort of trouble
during the Soweto rent boycott. He had supported the boycott by not
paying rent on his house, but had paid rent and electricity bills for
his shop because his business depended on large refrigerators to keep
his products fresh and he did not want his electricity cut off. He was
labeled a collaborator, and his house, shop, and car were firebombed.
This was not an isolated instance. Hostile acts by children were cited
as a problem by several respondents, and onc clderly woman, when
asked to list the disadvantages of being in small business, said simply,
“when the children burns your shop.”

Soweto is a poor, crime-ridden, violent city, and the researcher
placing emphasis on isolated instances of violence may be overly naive.
Ordinary citizens may become targets of coercion during boycotts.
No instances are recorded of persons in corporate employment being
attacked simply because of their job, but shopkeepers appear to fall
into the same “legitimate target” category as policemen and community
councilors. It may simply be that shopkeepers charging high prices
for small quantities in convenient locations are targets of the rage
of their poor customers the world over. Because of the legislation
barring traders of other race groups in Soweto, this rage is directed
by blacks toward blacks, whereas in other situations the Indian
or Korean or Jewish or other outgroup traders are the targets of
rage and frustration.

Because they are in a statistical minority, the Indian traders and
manufacturers can strengthen their ethnic ties by offering discounts
to other Indians without affecting the bulk of their profits, which derive
from outside consumers. Blacks, being in a statistical majority, cannot
employ this tactic. They must rely on black solidarity, offering political
rather than economic benefits to develop a consumer network. Theoreti-
cally, black manufacturers, wholesalers, and retailers could rival their
white counrerparts without ever breaking into the white market, but
this is hampered by the general acticude against the township crader.

The prototypical township entrepreneur, therefore, is an indi-
vidualist, working without community good will and sometimes even
in spite ¢/ ~ommunity ill will. This was the case among the earliest
recorded black entrepreneurs in South Africa, the commercial farmers
who had to move off tribal land onto the mission stations ‘‘to avoid
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traditional sanctions against the accumulation of wealth.”’ 19 A typical
individualist emerged in the current study, an elderly coal dealer.
Although he has an extensive family with whom he keeps in touch,
none of them is involved in his business. He does have one friend
who is also a coal dealer, but this friend uses donkeys instead of a
truck to transport coal and is therefore unable to advise or help in
any way. The dealer announces, half proudly, half fearfully, “If I am
in trouble no one can help me, I can do it myself.”

Both Indians and blacks responded at length to questions regarding
help they have offered to other businessmen. The nature of this help, and
in particular the reasons for offering help, differ for the two groups. For
the black group, the need to help is based on the value of wwntn, or
humaneness: the need to extend dignity to another human being simply
because he is a human being.2* Often, the provision of employment for
others was regarded as the main justification for running a business.

Although the charity tax is a clear indication of a philanthropic
approach ameng the Moslems, in conversation the help was clearly
reciprocal: *'We know in our minds that you are helping a person,
but while you’re helping him you are building yourself.'?!

The Afrikaners: Individualists and Political Networks

Extensive business networks could be anticipated among Afrikaners
because of the predominance of strong group or communal termi-
nology. In the 1930s, when an Afrikaner economic consciousness was
being developed, the rhetoric cf togetherness was in tull flight: the first
Afrikaner bank was called Volkskas (people's chest), the firsr building
society was Saumbon (build together). With hindsight, these names
appear to be as much an exhortation to Afrikaners to cooperate as
a reflection of a cooperative reality. The slogan of these times, » volb
red homself (a nation/people saves itself), has enjoyed some popularity
today among proponents of black economic empowerment, and indeed,
much of the Afrikaner rhetoric of the 1930s found an echo in the
black economic empowerment rhetoric of the 1980s. The Afrikaners
expressed hopes of developing Christian national capitalism (labeled
by O'Meara Volkskapitalisme—people’s capitalism?2) as a more accept-
able form of capitalism than the oppressive Western variety. Some
blacks have explored the idea of the development of a humane
capitalism, incorporating whuntu.
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Like the blacks, however, the Afrikaners show no sign of anything
equivalent to the Indian organic networks. Although not subject to
the huge disadvantages of discriminatory legislation, in the 1920s the
Afrikaners were in an economic position that may in some respects
be compared to the position of South African blacks today. The
most recent Carnegie Commission study on poverty carried out in
South Africa referred exclusively to the plight of blacks.23 In the 1930s
the first Carnegie Commission focused on the plight of poor whites,
the majority of whom were Afrikaners. Like the blacks today, the
Afrikaners then associated capitalism with the foreign oppressor,
and consequently rejected it.

The most marked similarity between the black and Afrikaner groups
lies in the distaste for business as an occupation, and their interpretation
of Christianity as regarding money to be tainted. For the penniless
young Moslem immigrant, self-employment was the only possible means
of survival. For the equally impoverished young Afrikaner in the
T, ansvaal in the 1920s 24 and the young black in the township today,?®
self-employment was and is ¢‘mply not perceived as an available option.

A difference in the black and the Afrikaner situations is the massive
campaign launched in rhe 1930s to rehabilitate capitalism in the eyes
of the Afrikaner, with the holding of two Economic Volkskongresse
(people’s congresses), and the formation of the Reddingsdaadbond (league
for the act of salvation). The attempt to persuade ordinary Afrikaners,
as consumers, to support Afrikaner manufacturers and retailers was
not successful. 26 ‘What did succeed was the rehabilitation of capitalism
among the elite so that engaging in commerce and trade could be
regarded as a service to the Afrikaner nation. It was the massive
Afrikaner insurance companies, supported by government patronage,
thar were the first vehicles of Afrikaner economic success, not the small-
scale traders. Although the attitude of the elite was changed, this filtered
down only slowly to the man in the street. The financial support
networks created for a political and national end find no obvious
counterparts at tne small-business level. The church, which played
such an important role in the political mobilization of the Afrikaner,
was not mentioned by any of the respondents as providing either
tangible resources or approval, although some attributed their business
success to the blessing of God.

The Afrikaner small businessmen and -women are largely indi-
vidualists, neithec benefiting frem the community help of the kind
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provided by the Indians nor having to overcome the community
hostility presented to black entrepreneurs.

Conclusion

The fact that business is carried on within « cohesive social group
need have no bearing on the way that business is conducted. The
community may actively assist the business, as is the case with the
South African Indians, particularly the Moslems. It may tolerate
but not help, as is the case with the Afrikaners. And it may disap-
prove, or actively hinder, individual activities, as appears to be the
case with the blacks.

What factors shape these different relationships between community
and business? The firsc is the status of business in the community.
If it does not enjoy high status, community resources will not be
mobilized for its support. This is not an immutable condition; if, for
example, religious legitimation is absent, a conscious effort may be
made to provide political legitimation. It is harder to affect everyday
buying habits and consumer patterns by this type of legitimation, as
the failure of campaigns to persuade ordinary people to buy black
or buy Afrikaner indicates.

The black entrepreneurs in this study have not waited even for
such tenuous legitimation; they have gone ahead with their businesses
in the face of active social and political hostility. Contrary to the
expectations with which the study was undertaken, the black entre-
preneurs have turned out to be the most tenacious individualists of
all. The Indian community, faced with external barriers, was able to
draw on internal community resources, which the individual could
use to help him overcome business adversity. The Afrikaner needed
to overconie community resistance to the idea of individual trade as
a respectable and useful occupation. He was forced to rely on his own
resources, but at least had no external barriers to overcome. The
successful black entrepreneur has had to overcome barriers both
internal and external to his community, and the only resources available
to him have been personal ones.

The structure or type of community may also play a role in entre-
preneurship. The Indian community does not lifc the responsibility
from the individual; rather it rests on the carrying out of individual
responsibilities. This individual-oriented community meshes in a
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felicitous fashion with the carrying out of entrepreneurial respon-
sibilities. The Afrikaner community, on the other hand, is much more
leader-oriented, and the fit with successful individual business func-
tioning is more awkward, at least until the businessman reaches the
stage of community leader, when he is honored by the commuuity.
The community resources might not be there for the support of the
small businessman, but the recognition for the achievements of
successful businessmen, in the form of honorary doctorates and other
public awards, is wangible.

Successful businessmen, by contrast, barely feature among the
leaders of the black townships. Both the small-scale networks and the
large-scale recognition are absent. Although the combination of
township difficulties and a history of communalism have produced
a variety of helping networks, dealing with all sorts of modern ¢on-
sumption needs from school fees to electrification, somehow there is
a gap between what is offered in a compassionate or practically helpful
spirit and what is needed to launch a successful entrepreneurial
career. In this case, the community structure does not mesh with the
requirements of the successful individual in business.

This study does not support the existence ot a ditferent-but-
successful model of African capitalism, certainly not at the small
business level. The Indian family businesses seem to provide an
interesting model of the meshing of individual enctrepreneurial respon-
sibility with the provision of community support and resources. The
exclusiveness of this interaction carries the penalty of envy and hostility
from other groups, and the threac of ultimate political exclusion as
has happened elsewhere in Africa.

A form of exclusion may also be the price paid by the successful
individualistic entreprencur in the township. Until now, group
solidarity has been a major political weapon in South Africa. In the
economic field, as elsewhere in public life in South Africa, it remains
to be seen whether the role of the individual will be enlarged or reduced.
Will increasing numbers of successful black entrepreneurs develop,
in themselves and the broader community, a heightened respect for
the role and the resources of the individual? Or will pressures toward
group conformity and absolute egalitarianism narrow the individual’s
space and limit entrepreneurial growth and influence?
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Indian Entrepreneurial Culture:
Bengal and Eastern India

This study represents the first phase of an inquiry into Indian entre-
preneurial culture, consisting of thirty-one interviews involving
more than ninety prominent business owners, owner-managers, and
managers. Some were first-generation entrepreneurs; othcrs represented
a second or third generation. Some had had litcle or no formal training;
others had been trained in the top business and engineering schools
in India, Great Britain, and the United States. Interviews were carried
out in Calcutta, New Delhi, Bombay, and Poona—four cities among
the half dozen or so major industrial regions of India. Two other centers
in southern India—Madras and Bangalore—are soon to be studied.

We set out to explore the spirit that animates entrepreneurs to
invest their time and money in Indian business, which is generally
perceived as riddled with corruption, bureaucratic red tape, chronic
shortages of power, poor communications, and localized labor
militancy. We wanted to explore the origins of entrepreneurship,
the conditions conducive to its growth and maturation, and the
expectations and visions of entrepreneurs—their hardships and
their frustrations.

Our investigations revealed a pattern of eclectic entrepreneurship
forged out of the interaction berween two distinct sets of forces. One
set is represented on the plane of entrepreneurial autonomy by qualities
of individualistn, sociai conditioning, and the propensity to exploit
structural opportunities. The second set of forces is made up of
structural determinants such as religion, culture, and sociopolitical
conditions. Figure 7.1 represents this model.
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Figure 7.1

Eclectic Entrepreneurship: Individual Autonomy and Societal Structure
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Our study was designed to obtain information that might lend
validity to the model. As such, we begin with the historical background,
move on to family and other influences, examine the nature of entrepre-
neurial decision making, control, and rationalizations, and conclude
with a discussion of religious influences. Our efforts to probe into
the complex interpenetraticn of these forces and the unpredictable
pattern of their outcomes meant a departure from conventional studies
of successful business families or highly entrepreneurial communities,
of which there are several.! We decided to focus on four distinct
industrial regions of India located around major centers in the east,
west, north, and south of the councry, Cultural traditions, historical
opportunities, and regional affiliations seem to have played signifi-
cant roles in the economic and industrial development of all four
regions, but the outcornes have been remarkably varied.

It seems inevitable that a complex society with a colorful and deep-
rooted history tends to produce unique strains of entreprenecurship.
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Therefore, rather than impose preconceived definitions to determine
who is and who is not an entrepreneur, we allowed our respondents
themselves to define their own roles. The definitions touch upon one
or more of the traditional concepts, such as risk, innovation, startup,
ownership, or growth orientation. What was most important to us
was that our respondents had no doubt in their minds that they
were indeed entrepreneurs.

The History of Entrepreneurial Culture in Bengal and
Eastern India

Entreprencurs from Beng .l as well as from other parts of India main-
tain significant bases of operation in this region, but there is a more
important reason for beginning our study here. The region presents
a fascinating cycle of growth and decay, with the forces of imperialism,
religion, nationalism, and regionalism playing different roles at different
times. Through it all, the individual entrepreneur has actually func-
tioned within the traditional sense of the word as a “‘go-between.”

Many of us have a stereotype of Calcutta not far removed from
the fictional image of the “Black Hole.” Today, few can picture Calcutta
as it was presented in Hartley House. Calcutta. a memoir published in
1789 by an unknown author:

For the British Calcutta was, above all, a place for making and
spending money. Lawyers’ fees were enormous: “if you ask a single
question on any affair, you pay down your gold mohur, Arabella,
(two pounds)! and if he writes a leteer of only three lines, twenty-
eight rupees {four pounds)!”. . . but the cruth of the matter was that
gold mohurs were “deale abour at Calcutta, as half crowns in England.”
A Calcutta memsahib would sometimes spend Rs. 30,000 or 40,000
in one morning at one of the shops specializing in European goods,
for personal decoration alone, “on which account many husbands
are observed to curn pale as ashes, on the bare mention of their wives
being seen to enter them: but control is not an article of matrimonial
rule in Calcutta; and the men are obliged to make the best of their
conjugal mortifications.”?

Other records tend to confirm the commercial pre-eminence of Calcutta
even in the nineteenth century. East Indian trade was popular in the
United States in the early 1800s. Dozens of boats filled with Indian
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goods docked in the ports of Boston and Salem, Massachusetts, each
year. A descendant of Rajkissen Mitter, one of Calcutta’s leading
exporters, was recently quoted as saying, 'l don't know the exact
volume of business back then. But to give you an idea, in one year
ninety-seven vessels anchored in the port of Boston from Calcutta. And
[it] was all from just four families in Calcutea.'?

In the halls of the East India Marine Society of Salem, one can
still be startled by the life-size clay figures of Durgha Prasanna Ghose,
Rajender Dute, Raj Kissen Miteer, and Nusserwanjee Wadia. The first
three were prominent Bengali merchants who lived in Calcutea in
the eighteenth and early nineteenth centuries. Nusserwanjee was
a Parsi, the son and grandson of shipbuilders for the British in
Bombay. The following account of New England interactions with
Calcutea is worth noting:

In Calcutea, the firm of Rajender and Kalidas Duce, Hindu banians
(merchants) was a favorite of New England traders. In 1849
T. A. Neal, a merchant of Boston, gave cthe museum a life-size
clay portrait statue of Rajender Dute. Duce himself, in 1850, gave
the muscum alabaster figures of the goddess Lakshmi and attendants.
Charles Eliot Norton, later known for his influence on nineteenth-
century arts an.d letrers, began his career in the India trade as a super-
cargo for his brother-in-law’s firm, Bullard and Lee of Boston. Norton
found Dutt * one of the most agrecable and intelligent Hindus chat
I have mee here™ (Letters of Charles Fliot Norton). Norton, who was
privileged to visit the Dutt home on several occasions, wrote in his
Letters that the Dutts were a family of two hundred members, who
“lived together with all their property in common and with no
division for seven generations.” Norton . . . found Hindu practices
casy to judge: "Is it not a strange thing that such ceremonies {the
sacritice of goats to the goddess Durga, observed at the Dute home}
should be continued in a family some of whose members are intelligent
men, acquainted with the literature and science, and, more than all,
the religion of the West?''

Indeed, it was in and around Calcutta thac the beginnings of the
industrial age in India were seen. There is also now a sense of dismay
at the depths to which Calcutta and Eastern India have fallen, compared
to the growth and prosperity that have touched other regions of India
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Table 7.1

Statewise Industrial Licenses (IL) and
Leiters of Intent (Ll) Issued

State 1981 1982 1983

L} IL LI IL LI IL
Andhra Pradesh 69 39 66 26 79 63
Assam 7 4 5 1 3 22
Gujarat 131 79 121 69 116 115
Haryana 59 21 66 21 68 59
Maharashtra 144 114 148 95 155 171
Uttar Pradesh 77 24 11 22 130 929
West Bengal 43 34 37 27 45 71

SOURCE: Business Information Burcau, March 27, [984, no. 5.

since independence in 1947. Table 7.1 suggests the commercial ascen-
dancy of other regions of India compared to West Bengal and Assam.

The economy of Bengal and the rest of India has been in transition
since the imposition of British rule over the subcontinent in the latter
half of the eighteenth century. Earlier, the Dutch had come to Pipli
in the province of Orissa in 1627; by 1655, they were trading both
at Hughli and Balasore in Bengal. The French canse to India in 1688,
when they founded the trading post of Chandernagore, Bengal, in
pursuit of Colbert’s decision to establish French trading posts on the
mainland of India. Frencn trade with India reached impressive heights
with the appointment of Dupleix as governor of Chandernagore in
1732. Chandernagore, which did not have a single ship in 1732, is
reported to have “‘possessed fifteen or twenty vessels in daily use by
the Company’s employees when he [Dupleix} left in 1742."'3

The British, however, outstripped the French and the Dutch.¢ A
series of treaties between the British East India Company and the
successive Nawabs of Bengal gradually transferred political powers
and functions into the hands of the Company. The India Act of 1784
commanded the East India Company “to enquire into the alleged
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grievances of the landlords and if founded in truch to afford them
tedress and to establish permanent rules for the settlement and collection of
the revenne and for administration of justice, founded in the ancient
laws and local usages of the country.”

Lord Cornwallis and the British government introduced the
permanent settlemenc of land between 1789 and 1790. The idea was
to raise tne value of landed property and encourage capital invest-
ment in land:

To the government it was immarerial what individual possessed the
land provided he cultivated it, protected the ryots [farmers] and paid
the public revenue. One third of the Company's territory was a
jungle. . . . Cornwallis visualized Calcurta banians with their
business-like habits displacing the happy-go-lucky old type landlords.
These new landlords would clear waste lands and increase the value
of landed property.”

Unfortunately, the permanent settlement destroyed many complex social
relationships. Urbanites adjusted themselves to the “easygoing, indolent,
and nor altogether sclf-satisfied life” that prevailed in zamindari society.8
Even more disastrous were the effects on the domestic handicrafts of
Bengl, which, more than agriculture, were responsible for Bengal's
prosperity. “The disappearance of domestic handicrafts followed
closely on the wake of the Permanent Settlement. The weaver-cum-
agriculturalist had now to depend entirely on agriculeure . . . . "9

Early in the twentieth century came the stirrings of a movement
whose “motive was to break the system of foreign monopoly capitalism
and to enable the educated Be..galis to break out of the narrow confines
of service and professions into the wider fields of commercial and
industrial enterprise.”” The year 1905 saw the beginnings of the
“swadeshi” movement—ostensibly a protest against Lord Curzon's
decision to partition Bengal—whose principal objective was to boycott
the use of British goods and develop reliance on indigenous products.
Bengalis wanted to escape the narrow sector of the economy to which
they had been confined:

Living on an inelastic income derived partly from landed property
and partly from clerical service in government and mercantile offices,
the majority of the educared Bengalis found their economic horizon
extremely limited. They were eager to enter the world of business
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and industry, but lack of capital stood in their way. The big landlords
and the successful lawyers and doctors who were in a position to
supply the capital were reluctant to put money into the hands of young
and untrained persons, and even a man with some training found
it difficult ro raise sufficient capital, partly because of the poverty
of the pcople and partly because of the fear of powerful foreign
competition. The fear was real and was bred from experience.
Rabindranath’s brother, Jyotirindranath Tagore, started an Inland
River Steam Navigation Service in 1884 to break: the exclusive Euro-
pean monopoly of river navigation. His swadeshi venture, howcver,
collapsed from the unequal and unfair competition which he faced
from the Flotilla Company managed by the Hoare Miller group. This
pathetic yet magnificent gesture by the grandson of Dwarkanath
Tagore taught educated Bengalis the lesson thar swadeshi ventures
were extremely likely to ena in debt and financial ruin.!®

The efforts of Bengali entreprencurs came to naught, but the 1914
war provided something of a watershed in the realignment of economic
power on the Indian subcontinent. In the business world of Calcutta,
one saw a remarkable breakthrough for Indian capiral, as illustrated
in Table 7.2.

Table 7.2
Increase of Capital Investment in India, 1914-1922 (percentage)

Calcutta Bombay Other India All India

European 140.30 193.87 135.02 152.53
Mixed 234.22 420.03 43.61 251.56
Indian 1609.04 434.35 194.16 507.18

Toul 197.40 333.06 111.35 240.30

SOURCE: Investor's India Year Books, 1914, 1922

In Calcutra, the investments of Indians rose by 1,609.04 percent
berween 1914 and 1922. Historians such as R. K. Ray have discovered
"“a remarkable correlation between the extent of European domina-
tion and the rate of growth in the different parts of India—the rate
of growth being an inverse ratio to the strength of European capital.” 1!
The phenomenon has been explained as follows:
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Unlike the mill-owners in Bombay, who invested almnst the enrire
profits of the war in new enterprises like the Scindia Steam Navigation
Company, which at long last brought to an end the Eurepean monop-
oly of India’s overseas shipping, the European managing agencies
in Calcutra did not reinvest the whole amount of the considerable
profits they made during the war, but transferred a large portion
of these profits to England. . . . In Bombay the Indian capitalists
now controlled 60 percent of the total capital investments, but
in Calcutta the European houses were still in exclusive control of
65 percent of the rupee capital invested in the city, apart from the
vast amount of sterling capital in Asia for which also Calcutta was
the focus of concentration.!2

European businessmen felt intimidated by the disappearance of the
favorable prewar political climate and by the increasing transfer of
power to Indians through constitutional reform. They quickly aban-
doned their long-term policies of reinvesting profits earned in India
and began to transfer them to England as quickly as possible. A net
import of Britisn capital privately invested in India had existed until
1914, but the returns on former investments being withdrawn from
the country now often exceeded the declining amounts of new private
investments from Britain.

The effects of these trends were quite dramatic in Calcutta, where
Indian businessmen, especially Marwaris, had amassed enormous
profits during the war. The large fortunes in Marwari hands quickly
turned a subservient merchant commuaity from collaborators into fierce
competitors. From the middle of the nineteenth century, migrating
Oswal, Agarwal, and Maheshwari traders from Rajasthan in Western
India had begun to settle in Calcutta and displaced the Bengalis as
the principal collaborators of the expanding British companies. These
businessmen kept to their traditional trading activities during the war.
After the war, flush with capital, they aggressively began to finance
new ventures. Unlike the swadeshi period of a decade earlier, shares
in companies were fully subscribed in a very short time. Even Bengali
businessmen began to make somc headway, especially in such areas
as tannery and leather works, chemicals and pharmaceuticals, pottery,
cement, and coal mines. The Marwaris had already established a firm
grip over the economy of Eastern India, however. Not content to move
into the enclaves held by European businesses, some of the most power-
ful Marwari entrepreneurs of Calcutta—G. D. Birla, Kesoram Poddar,
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and Sukhlal Karnani—began to extend solid financial support to the
nationalist movement under Gandhi.

Family and Other Influences

The successful entrepreneurs and top executives we interviewed for
this scudy were either born into families with business interests or were
drawn into business either by choice or, as they themselves liked to
describe it, by somc quirk of fate. Some were already successful in
their chosen professions and were then seized with a desire to create
an environment for themselves incorporating their deepest needs and
aspirations—and this seemed possible only through the creation of
their own organizations. Some of the enterprises they worked in before
starting their own often filled them with a sense of frustration. We
spoke to chartered accountants who found accounting intensely boring,
advertising executives who chafed vnder the constraints of agencies
controlled by others, and architects whose employers sent them out
to see if water-taps were working and if the basins were clean.

Included in our group were Marwari businessmen, as well as
entrepreneurs from West Bengal, Uttar Pradesh, Northern India,
and Assam. The common element was rthat the center of their entre-
preneurial activities lay in Eastern India generally, though not
exclusively. The Marwaris we interviewed made no secret of their
burning desire, from childhood, to be in business. It was not simply
a desire to participate in business activities, but to outshine all others.
This was radically different from the orientation of most Bengali
entrepreneurs whose driving ambition, as they were growing into
manhood, seemed to be to compete and excel in examinations, to
be brilliant if possible. ““We Bengalis believe and indoctrinate our
children into believing, said one, *‘that business is 4@, that the guy
running around in a Mercedes-Benz is unquestionably evil.” We
also met Bengali businessmen who said, “Business is in my blood,”
or words to that effect. Other saw their fathers in business and
admitted that the thought of going to work for someone else had
never occurred to them.

Those who took up entrepreneurial activities as a matter of choice
cited the need to be free, from a psychological if not an economic point
of view. Entrepreneurship provided an avenue for proving to oneself
that one could, after all, accomplish certain specific goals.
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Clearly, the family environment proved to be the most critical in
developing entrepreneurial instincts. *'I lived in a business, so to say,”
reflected one entrepreneur who found himself reading the Economic Times
when he was only fifteen. The family environment provided support
as individuals went about acquiring engineering, accounting, or other
professional degrees because they also believed in the necessity of
becoming formally qualified. In some cases, the search for credible
qualifications took the respondents to U.S. colleges such as Harvard
and to M.B.A. degrees.

At least one current managing director made a conscious effort
to stay away from the family business after graduarion from high school.
Through the help and prompting of his public school headmaster
he joined a company in 1950 as a tea-taster. Today, he controls that
company. The headmaster, in this case, was less than a mentor, but
no less influential in helping individuals make vital career choices.

Career choices led, in a few instances, to identification with someone
else’s business. A single woman among our respondents considered
herself as having been “thrown' into the role of manager. An alumna
of the Harvard Business School's Advanced Management Program,
she believes she could quite easily have been a contented Bengali
housewife. She shared with other Bengalis a powerful drive for educa-
tional attainment. Another Bengali entrepreneur went behind his
father's back (an vnheard-of lapse in obedience) to enroll himself in
an engineering program. The father wanted him to go into pure
research in the sciences, after a customary stint ac Cambridge or Oxford.
He slipped into management, as it were, from engineering assignments
at the starc of his career.

Just as Bengal idealized the intellectual life, other parts of India
held up other career ideals. One of our northern Indian respondents
said, ""Most of my family members are either in military or govern-
ment service. My father discouraged me from government service.
Instead, my aunt, a doctor, persuaded me to join medical college. |
left after only ten days of classes.”

Others had dreams to realize. An engineering graduate from a
prestigious Indian Institute of Technology said, “'I had dreams of a
decent life, a car, a house. After a year working for a major managing
industry house in Calcutta, I had a new car, a bungalow, a club
membership, but a boring job.” A trip to Japan was all he needed
to make up his mind about starting his own business.
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Our respondents identified a wide variety of influences that have
shaped their lives. The Bengali owner-manager of an clectronics
company acknowledged the influence of swamis (Hindu missionaries)
at the Ramakrishna Mission School where he studied, as well as the
influence of American businessman Ross Perot. “My father didn't
influence my career in any way,’ confided one respondent. "I spent
many years in a boarding school as a boy. If anyone has influenced
me, it is the religious singer, Dilip Kumar Roy of Sri Aurobindo Ashram,
He brought me close to God through his singing.” Another businessman
acknowledged the powerful influence of Mother Theresa in helping
him understand the meaning of compassion and human suffering,

The changing nature of industry and industrial relations often brings
about unique opportunities for managers who might otherwise be quite
content to work for others. The jute industry offers a typical exatnple,
A blue-chip industry of the pre-independence era, it was offering returns
of 10 to 12 percent when the rest of the market provided from 3.5 to
5> percent. The industry required barely any working capital. Goods
were sold on a prepaid basis, and expenses were deferred—payment
for raw juce by one to three months; wages for labor, fifteen days; and
salaries, one month. Veterans in the husiness maintain that nobody
but a Scotsman could have created such an industry!

After India’s independence, the industry was saddled with lack of
flexibility. Labor unions and labor agreements limited management
options in wtat was a labor-intensive incustry. Competition from
synthetics further eroded the industry’s strength. “After twenty-five
years in the industry as a manager,” said one of our respondents,

I'found the industry “sick’ just when 1 thought I ought to be comfort
ably sectled. Major stakcholders had lost interest in the industry. 1
was in a jute mill with 15,000 employees in a region where there
were no alternate avenues of employment. Our mill was closed for
two years. Now, I'saw there wes trouble ahead because workers were
beginning to pawn their roofir tiles. With the monsoon setting in,
that was the last straw. The situation was dis..aal. I called in the labor
leaders with a plan to revive the factory. I trimmed the labor force
to 10,000 and introduced labor participatior: in venture capital. Each
worker was to contribuce Rs 5,000 (U.S. $300) to build up an equity
fund of nearly $3 millioa. Then I approached the West Bengal state
government to chip iu $2.4 million by way of equity, rather than
take over the enrire factory.
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The factory’s 1988 production was the highest during the previous
six years.

A break from tradition, then, coupled with support and encourage-
ment from soune family member, often led to entrepreneurial begin-
nings. A base of family wealth that one could tap into, and counsel
from in-laws, just as often proved to be the all-important catalyst.

Educating and Helping the Would-Be Entrepreneur

Among those we interviewed, the general consensus was that, compared
with the rest of the country, there was less and less entrepreneurship
as one moved eastward. “There’s a lot of family eduration in Marwari
and Guja.ati families,” said one. *“They train their children for business,
instill discipline, whereas Bengalis and Assamese don’t.”” Some felt
that many Eastern Indians had confused ownership with management,
leading to the decline of entrepreneurial families. Because it was a
family business, these entreprencurs often felt they had the right to
manage with little or no thought to competition. "As a result,” said
one Assamese tea-garden owner, “‘every single garden owned by
Assamese families is being sold—to Marwaris.”

A highly successful and visible entrepreneur from Northern India
admitted that, within his community, it is taken for granted that
business is a worthwhile and rewarding occupation; but the reliance
is not merely on the process of socialization. *‘Good education has
been responsible for my becoming a good entrepreneur,” said the same
person. “‘My father was very particular about imparting good educa-
tion. He would say rhat money can come and go, but a good education
is forever.” The gentleman’s own son has a recent M.B.A. from the
Harvard Business School. Still, we found a firm belief 2mong many
of our respondents that the effectiveness of an individual ultimately
depends on the individual alone, not on whether he or she has had
a formal education. ‘‘Formal education merely gives one greater
confidence, reduces inferiority complex,” suggested someone.

Learning was a different matter. Learning was rated very highly
by all the entrepreneurs we spoke to i Eastern India. “You learn as
you grow,”’ said a Marwari businessman. ‘‘I've learnt from bosses,
colleagues, and clients. I have groups of people, in my own company
and among my friends, to whom [ go for specific assistance.” Even
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clubs such as Rotary International provide a source for help and advice.
Almost everyone believes that the ideal is to integrate the experiences
of others as well as one’s own to formulate effective action.

“I'd artend morning classes at coliege from 6:00 to 10:00 A.M.,
then I'd go to my father’s office to sit and observe what was going
on,” said a young Marwari entrepreneur. “That's how I learnt busi-
ness.”” Later, this experience was augmented by a Bachelor of Business
Administration degree earned in New York City.

For Marwaris, the origias of entrepreneurial activity lie in initial
apprenticeship in a business where one learns certain things and lacer
becomes a competitor with help from a financier. For example, the
Bangur brothers were ordinary share brokers until World War [ when,
with jute mills making huge profits and jute shares rising in value,
they became millionaires by jute speculation. The firm of Surajmull
Nagarmull started as raw-jute hoarders and later diversified successfully
by buying a jute press, a hessian mill, and a sugar mill. Kesoram Poddar
was another speculator who rose from ordinary conditions to become
a millionaire during the war. He started his career in a Goenka firm,
then went into the sugar business by selling sugar to Ralli Brochers.
Later, he became an agent for a Japanese firm.

A special concepe of capital seems to be fundamental to the success
of Marwari businesses. “'You are bound to fail in business,” said a
Marwari entrepreneur, “if you start with 25 percent capital and expect
75 percent from financial institutions. The money never comes on time,
The clerks could go on strike, and the bank manager could become
ill.” Most Marwari businessmen grow up with a conservative attitude,
not necessarily risk-aversive, toward capiral.

Contrary to popular belief, Marwaris don't help others because
they are Marwaris. The truth is they’d rather lend to a Marwari with
a solid business idea than to a bank for a lower rate of interest.
Typically, the Mirwari businessman lends at interest rates of 18 percent
or higher. Risk is so much a part of their psychological orientation
that Marwaris rarely deposit money in banks. Even established Marwari
companies continually borrow from private lenders.

Opportunities for lending and borrowing abound in this informal
segment of financial insticutions. As far back as 1978-1979, figures
suggested that the size of the informal economy in India represented
48.78 percent of the official Indian gross national product.!? It is a
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durable sector of the economy, vast and successful. Nor only business,
burt also politicians and political parties look to this informal sector
for help while promising policy concessions in return.

Unfortunately, not many Bengalis have access to this kind of
informal financial facility. Bengalis are also loath to ask their parents
or spouses for money, usually out of reasons more sentimental than
practical or entrepreneurial. Most are fearful of losing money borrowed
from family members.

Our respondents tended to agree that life was easy in Bengal once
upon a time. “‘Making a living, providing for two meals for one’s family,
were comparatively easier in Bengal than in the rest of the country,
especially arid spaces like Rajasthan and Gujarat,” said one Bengali
businessman. Although everyone agrees that the advent of the British
East India Company gave an economic boost to this parr of the coun-
try, there is also a perception that the desirable lifestyle in Bengal
continues to be the life of the zamindar (landlord) or, by extension,
that of the bhadralok** or babu (white-collar worker), modeled after
the zamindar’s lifestyle without the analogous base of landed property.
This is hardly compatible with entrepreneurship. Besides, the recent
history of failed Bengali entrepreneurs constantly casts a shadow
on the aspirations of many Bengalis who would otherwise have
wished to emulate them.

The British way of life and business has exerted a powerful influence
on economic life well beyond India's independence in 1947. Said one
respondent, “When 1 joined the company in Calcutta, I was taught
by the senior Indian executive how to survive in a company dominated
by Europeans.” There were two classes of people in Britich-dominated
companies and most Indians felt compelled to adhere to British social
and recreational preferences. Golf and the club scene were big in
Calcutta and other metropolitan cities.

The “club culture™ of Calcutta is a tremendous help in entrepre-
neurial and other business activities. It is clearly linked to interfirm
relationships that entrepreneurs find so critical to their survival and
growth. These relationships provide unexpected sources of help and
rare camaraderie. When a tea-brokerage firm was faced with a sudden,
if temporary, shortage of cash, che chairman was overheard reflecting
philosophically at a bar about his urgent need for about $150,000.
A friend heard him and immediately came to his assistance. No
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papers were signed, no documents exchanged, but the money was
in his hands the following day.

Role models are often provided by other Indian businessmen. Take
J.R.D. Tara, for instance. “Because he takes care of everyone,”
explained one respondent, “‘employers, suppliers, customers, even the
country. A young girl's father will readily marry his daughter off to
a boy working for Taca's.”

Cur woman executive, the first to have been hired by a major cigarette
manufacturer, claimed her father was the greatest influence in her life. “He
had chat rare ability,” she said, “'to laugh ar things in spite of adversities
of every kind." An Assamese tea-plantation owner considerecl his mother
a significant force, someone who brought him a sense of diraction in life.
"She was widowed at forty,” he said. “She didn't know any English, but
had enough determination to send me to the Harvard Business School”

Another Assamese plantation owner found his facher, in spite of
the family tea business, actively embroiled in the Indian freedom
movement. “In 1942," he said, *‘father saw a stecl-rolling mill adver-
tised for auction. He didn’t know anything about rolling mills,
but had to buy it on his own accounc when his partners backed
out. There was so much co do in the business, ¢ven rother took to
running the tea gardens.”

As if to furcher highlight the maverick spirit that often lies behind
entrepreneurial encerprises, a Bengali business owner told us of his
grandfather, a school headmaster, and his father, who joined a cargo
ship as a sailor. The father wene to Japan and Singapore and secured
an introduction to some Sikhs in Vancouver, Canada, who evenctually
smuggled him into Washington State as an illegal immigranc. He
traveled south, enrolled in the University of California, Berkeley, and
became a Marxist active in the revolutionary Ghaddar Movement, a
society of Indians abroad. He recurned to India in 1914, was immedi-
ately arrested as a communist and a subversive, and jailed for six years
in Rewa. Later, the father started the business in Bengal. He is clearly
a larger-than-life role model for his son.

Again, the jute mll owner who entered into equity participation
with his workers owed many of his ideas to his father who was a leader
in the cooperative movement. "My father used to tell me stories of
people helping people to preserve and nourish businesses,” he said,
“and [ was always full of admiration for what he had done.”
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One respondent remembered his father imparting wisdom before
he went to work for another industrialist. *'You must command, not
demand, respect,” said the father. “If you join a trade union you may
be protected in your job, but you won't be protected from your family.
I'll turn you out of the house.”

European business executives also had a positive influence on some.
“I thought managing directors worked only in air-conditioned offices
and enjoyed the high life,” said one Bengali entrepreneur, “‘until I
saw this Englishman standing at the factory gate and helping people
tuck their shirts inside their trousers. He also hired cobblers so the
workers could wear clean and decent shoes. Finally, he taughe che
workers to sit on chairs in the factory canteen.” Play hard and work
hard was another principle picked up by one of our respondents, who
recalled his British boss telling him, “I'll drink with you till any hour
of the night, but you must be in the office at 9:00 A.M.”

There are no quick ways to become an entrepreneur. The consen-
sus of our respondents was that one needed to know about every aspect
of the business to succeed—{from purchasing to accounting to providing
funds. Formal training was considered useful. It helps develop confi-
dence. It is important for keeping abreast of the environment. Formal
training, without the informal component, was generally considered
to be somewhat deficient. It was fele, however, that informal training,
without a formal component, might not be such a handicap after all.

The best place to get informal training is obviously on the job.
Opportunities, however, are not easily or readily available to all, I
picked up the business from the company itself,” said one respon-
dent. "“Tea tasting is a profession, but each one of my colleagues made
it a point to teach me.”

First-generadion entrepreneurs face many limitations. *Our fool-
hardiness has carried us into many problems,”” admitted one Bengali
entrepreneur from the electronics indusery. It is not always difficule
to find help, however, believed most of our respondents. Friends can
often be very helpful, just as business competitors may often prove
to be singularly perverse.

“I received a lot of help from my customers,” said a North Indian
entrepreneur. “For instance, in 1954, Sindri Fertilizers was importing
cooling towers from the United States. During one shipment, the timber
components caught fire on the ship. At the company’s request, I
produced the replacement components and forgor all abour it. Five
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years later, Sindri asked me to build a complete cooling tower. They
gave me the names of six international manufacturers from whom to
obtain know-how and components. Two companies responded to our
enquiries, and we eventually entered into a collaboration with Marley
in the United Stares.”

Other industrialists admitted to leaning heavily on their trade
associations and on Chambers of Commerce for wage negotiations and
other actions demanding concerted effort. “For industry-specific
problems, we look for answers in our own resources or turn to our
foreign collaborators,” said one entrepreneur. *‘For other problems,
we turn to specialists.”

“I received no help from anyone,” said a Bengali entrepreneur,
“unul I turned the company around.” The woman among our
respondents said, I tend to keep my problems to myself. I share them
with my husband, but [ don’t turn to him for solutions."

At least one Bengali entrepreneur in computer services, software,
and video production identified the source of his venture capital as a
Marwari industrialist. "He gave us money at 20 percent interest, but
it was an unsecured loan. The financial institutions gave us no support
at the startup stages, even though we now have banks chasing us with
money.” On the other hand, the Bengali owner-manager of a small
tool-manufacturing company admitted his consistent dependency on
financial institutions, *'Without them,” he said, *I'd be completely
lost. When we started in the fifties, I believe our recently ‘nationalized’
banks gave us a lot more support than before.”

Decision Making: Entrepreneurial and Other

“Some decisions I leave to the experts. Others I make myself.” This
seemed to be the yeueral pattern of decision making acknowledged by
most of the respondents. The head of a firm of consuleing architects—
often entering design competitions—employs a novel decision-making
process: “Even an architect who has passed out yesterday can come
up with brilliant, creative projects. So we have internal competitions.
Recently, one of our architects with only two years experience sub-
mitted an entry for the Indira Gandhi Science Complex, and he won.”

The chairman and owner of a state-of-the-art rubber consumer and
industrial products facility said to our surprise, “Most of our decisions
are taken at the lowest level. Our operating decisions, in particular,
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are discussed in great detail right down to the shop-floor level. It is
sometimes quite chaotic. But with good moderators, we find it a
very effective process.”

Generally speaking, decision making is a participative process in
companies controlled by our respondents. The chairman of an invest-
ment company said," Twenty-five top executives get together oncr a
month. Some plans emcrge and we follow them. Even the managing
director doesn't have a veto. Some facts and figures are documented,
but there are no notes or systematic analysis.”

Orthers, like the managing director of a diversified group of
engineering and other companies, rely heavily “‘on various tools and
statistical data which can support our decisions.” *'Often,’” he added,

we end up in a greater mess than withour ir, Like the case of the
filament factory. With rural electrification and power plants coming
on stream, we projected a high demand for filaments. Unfortunacely,
the statistical data never came true. The hoped-for infrastructure never
came to pass. So we ended up making a huge investment wichout
there being adequate demand. Our hunch then told us to diversify
into certain areas where we could get support. This wasn't the result
of structured study. Even before we could stare the new project, we
received orders for Rupees twenty crores (U.S. S$12 million).

A Marwari manufacturer of electrical consumer products said, *“We
collect vicws of others and eventually base our judgment on this
infcrmation. Our major decisions are nor based on feasibility reporrs
or market rescarch. Give me three options and [ can tell you without
a calculator which I believe to be the right one.”

The Marwari managing director of a telecommunications equip-
ment company described their decision-making process as follows: *‘By
habit, we would definitely like to have data collected and available.
Afterward, in the case of major decisions, we discuss the data among
top executives and board directors. But we may well come to a deci-
sion which goes against what is suggested by the data.”

Even where decision malking is not formalized or documented, it
is still thought out in as much detail as possible. Many respondents
laid strong emphasis on what some called a “'sixth sense,” or the
application of one’s toral knowledge, background, and experience.
Sometimes, within the same organization we find some major decisions
made informaly, and others through a rigorous, formal process. Often,
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operating decisions are left to the vario':s opetating divisions, They
tend to be more structured than some other nonoperational strategic
decisions. For instance, the acquisition of plant and machinery might
require meticulous justification, whereas incursions into new business
areas may not demand or permit similar levels of documentation.,

It was suggested that managers tend to be more formal and less
entrepreneurial when they arc controlled by powers located thousands
of miles away, as is the case with many multinationals. In such instances,
the degree of accountability to local and overseas shareholders is so
high thac managers necessarily become more circumspect and formal.
Size can often be another determining factor. “*“When we were small,”
suggested the owner of an electronics-component manufacturing firm,
“we used to work together much more informally. Today we have
a more formal structure.”

“Our family members (the owners) still make the key decisions,”
remarked a North Indian respondent, “but we do consult top execu-
tives. More and more authority is being delegated as the company
grows. One family cannot possibly look after the entire enterprise. But
we do have trouble finding good managers in India.”

The Great Divide: Control

“"I've never believed that being a member of the controlling family in a
company entitles you to anything more than a fair return on your invest-
ment. The organization must claim precedence over the family. If the
organization prospers, the family prospers. If you want anything more,
you must prove your competence.” Indeed, none of our respondents
shied away from imposing appropriate standards of evaluation on their
family members within the company. An Assamese entrepreneur told his
son, “During working hours you're not my son. After 5:00 PM., yes.”

Whenever an Indian family business has experienced rapid and
high levels of growth, it has become necessary to bring in professional
managers; otherwise there is danger of the company’s breaking aparr.
For instance, the vast industrial empire of the Modis is on the verge
of splitting up today. The Modis have a large number of third-
generation family members, all very qualified, who want a piece of
the action. With remarkable foresight, the great G. D. Birla splic up
his empire a long time ago.
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Today, several major Marwari industrial enterprises have a fairly
cosmopolitan group of senior managers, in marked contrast to several
other entrepreneurial communities. For example, one has to be a Tata
to be head of the Tata group, a South Indian to be head of a South
Indian group, and a Punjabi to head a group of Punjabi companies.
Highlighted here is the danger of assuming stereotypically close and
consolidated family relacionships throughout the Indian subcontinent.

Family members control the shares of several of the companies
involving our respondents. Generally speaking, working members of
the family depend on each other for advice, regardless of whether there
is a crisis. “Those family members who'd actually like to run the
business should develop appropriate skills. Family members should
be professionally qualified, but they must also prove themselves. In
any case, ‘fringe’ members of the family shouldn’t be admitted.”

Everyone considered family loyalty to be important. For the sake
of efficiency, however, the need for professionalism was also considered
imperative. “lt is best to leave family businesses to professional
managers,” suggested one encrepreneur, “'so that jealousies do not crop
up and affect the day-to-day workings.”

A Marwari encreprencur said, “'Psychologically, a man wants that
whatever he earns be passed on to children and grandchildren. That's
why people don’t like to buy apartments on leasehold land. I want the
same for my sons. But [ also want the sons to be more competent than
me. If they’re incompetent, I'd rather entrust the company to the hands
of someone who'll keep it safe.” A tea-plantation owner said, *'l can't
risk the jobs and lives of eight thousand people. If necessary, the son
must stay on the sidelines and be a mere shareholder.”

Marwari entrepreneurs seemed to assume, in spite of occasional
reservations, that their sons, if not daughters, would nacurally drift
into business. One father described how, as soon as his son completed
high school, he was placed in the factory. He attended college from
6:00 A.M. to 10:00 A.M., then spent the rest of che day until 6:00 P.M.
in the factory. *"When [ sce him working hard and to the best of his
ability, I know he needs a patr on his back. And he gets it.”

One of our respondents, not an owner, observed, “Children of a
business family are often a different kettle of fish from nephews and
cousins. Often, sons will come into the business whether they're any
good or not. This thought crosses the minds of prospective employees
as well as employers. I've heard owners say: ‘My son is two years old
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and you're forty-two: what's your problem?’ The close relationship
between father and son is unique to the Indian psyche.” In most
family-owned companies, one observes four or five favorites
for whom much is done. These people know that, eventually, power
will pass from father and son. A lictle less is done in such companies
for those lower down.

Larger business houses must necessarily depend on professional
managers. In « group consisting of twenty-six companies—not untypical
of the larger Marwari enterprises—finding twenty-six presidents
becomes very difficult. **The reason seems to be that the best of our
intciligentsia have gone abroad,” suggested one Bengali entrepreneur
recently inducted as a board member of a large group of compznies.
“They may not have been the best engineers, but they are capable of
taking risks. They would've been good managers. What's left behind
in the thirty- to forty-year-old age group is not of very high quality.
Unfortunately, we can't pay the equivalent of U.S. salaries. That would
wreck the rest of the company.”

Bengali and Assamese entrepreneurs were somewhat more circum-
spect about steering their children into careers in business. ““What
right do I have," asked one ““to force my son into the business? He
may wish to be an arcist or a singer!”

There was also a certain amount of ambivalence about the role
of family relationships. It was pointed out that earning a livelihood
from the business was generally not such an immediate concern for
others as it might be for a founder. The key seemed to lie in a consis-
tent set of family values that everyone believed in and that established,
in turn, certain relationships and expectations between the company
and individual family members. A Bengali entrepreneur noted with
a sense of loss, ““The values we followed are not considered relevant
by youngsters today.” A North Indian responderit pointed out that
the next generation is probably more ambitious. **They're looking for
greater material gains than we could’ve hoped for. But they probably
work just as hard, if not harder, than us.”

Often, family members are investors in the family business. They
constitute a dependable core of people who are always motivated.
“They're committed and intrinsically honest and loyal,” said one.
“Family members, especiaily women, can also play an indirect role
in increasing harmony within the organization by planning and
participating in social and religious events.”
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The impact of family relationships appears to surface in a family-
owned company every fifteen to twenty years. The emergent differences
can often imperil the continuity of operations. The basic problem
generally lies in a generation gap. Many from an eaclier generation
still believe in a father-son type of relationship between management
and workers. Younger entrepreneurs, on the other hand, believe more
in financial results than in sentiment. This situation is often very
disconcerting to workers who don't know how to respond to the
changing environment. “‘The trick is to be able to segregate personal
values from those more practical and relevant to the organization,”’
suggested one respondent—clearly of the modern breed.

There were, however, some dissenting voices regarding the w :sdom
of hiring M.B.A.’s merely on the strength of their degrees. The owner
of a major appliance-manufacturing firm said he was somewhar amused
after attending a training course for entrepreneurs at one of the
prestigious Indian Institutes of Management. “If I learnt whatever they
taught me,”” he said, ‘I would've closed down my business.” On the
subject of M.B.A.'s, he said, “M.B.A.'s think they're ready to take
on the managing director’s job right away. They don't try to learn
from their juniors and peers. These are the people who are always
deceived by their subordinates. If you always tell others to do things,
you can be certain they'll act on your errors first.”

Entrepreneurial Rationalizations

Fairness rated very high with the interviewed entrepreneurs.
"Employees are always happy with a tough but fair boss,” explained
one. “If my father allows me to purchase drugs, I might love him for
his generosity today, but I'll curse him when I'm older for not punishing
me when he could have.”

The legitimacy of one's authority derives from one’s character,
according to most of our respondents. *“The authority figure must be
an exemplary person, a man of integrity, honesty, commitment, and
dedication.”” Others expressed similar views: “The TOp man must set
an example. He must work the hardest. Corruption starts from the
top. If ilic head is corrupt, corruption will trickle down and cover
every part of the body.”

“I'am still the first to come in and the last to leave,” said one
managing director. Another recalled a piece of advice from a British



Gupta  Indian Emtveprenenrial Culture: Bengal and Eastern India 121

boss which he has turned into a guiding principle: “Don’t hide under
an umbrella when your men are out working in the rain.”

Eastern Indian entrepreneurs tend to be gregarious. They are
involved in a lot of social work through organizations such as the
Chambers of Commerce, the Rotary and Lions Clubs, and others. *“I'm
sure there are better managers and engineers in my company,”
remarked the managing director of a power-generating firm, “but I
have a singular advantage in that I get along well with people.”

“Managers must guard against ego. Ego and a businessman don't
go together.”” Today, many observers feel that one can trace the rise
and fall of some Bengali industrialists to an ego problem. Ego, and
a certain amount of the zamindari mentality that creates an affinity
to things like a garden house and inevitable neglect of the business.
“Bengalis are highly sentimenral people, and that's their downfall,”
reflected one Bengali respondent. *“When I am in a situation where
I'can’t pay the bank, I go to the bank and ask for time. Most Bengalis
can't bring themselves to ask.”

A fairly pragmatic sense of the meaning of authority was found.
Many respondents agreed that one's designation in an organization
doesn’t necessarily entitle one to any special privileges. Authority was
seen as implying endless responsibility. One is responsible to one’s
seniors and accountable to one's subordinates—always more respon-
sible than persons lower down in the hierarchy.

A Bengali managing director justified his authority by saying,
“I am more interested in the welfare of my workers than union
leaders are, because I don’t have to be voted to power at the end
of the year.” A North Indian business owner found justification
for his authority in the happiness and satisfaction of those working
in his organization.

The highly respected chairman of a group of tea plantations, a
Muslim by religion, observed, *'My entire attitude to my staff and the
business would chapge if I came to oun the business. My entire character
would change. This may be a naive observation, perhaps reflecting
a weakness in my character. But that's why I never thought of chang-
ing from a professional manager to an owner.”

Our respondents felt it was easy to lose one’s effective authority—by
making decisions that put the organization at risk, by failing to admit
mistakes, by making the wrong compromises, by being unfair and,
most imporeantly, by being corrupt and dishonest. Several of our
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respondents believed that workers invariably look to their bosses as
being better than themselves. There's trouble when this perception
breaks down: “When a man has invested money, even if he makes
a wrong decision and loses money, nobody questions him. But a
dishonest man is never respected.”

It would seem that the key to an entrepreneur’s authority is his
competence. “An owner who is not ‘professional’ will not remain an
owner,” said one. The ewner's justification for his authority lies in
a general acknowledgment by others thac he has contribuced to che
mutually accepted goals of the organization. It seems that there would
definitely be a loss of influence if the principal entrepreneur failed
to fulfill his commitments. This could happen as soon as he lost
concern for customers, employees, or shareholders, failed to adapt to
environmental changes, or lost touch with political allies. The close
parallels between such thinking and prevailing ideas on the subject
in North America are not surprising. North American business prin-
ciples have made considerable inroads in certain sectors of the Indian
economy. This is not to say that there isn't a deep-rooted mistruse of
North American business practices in many other sectors, however.

A certain environmental concern appeared to domirate the think-
ing on life-styles. “You lock vulgar in a small cown in Assam driving
a Mercedes or a BMW. It doesn't seem so if you're in Hamburg or
staying at the Savoy. Still, if I haven’t cheated anybody, I don't feel
guiley if I have champagne and caviar and a Mercedes-Benz.” The
attitude of this Assamese entrepreneur appeared to cover the three
aspects of day-to-day living most encrepreneurs wished to talk about:
desired lifestyle, feelings of guilt, and a contextua! propriety.

“Lifestyle is very important for a professional,” said a North Indian
respondent. *'In the past, we had people who worked to maintain a
life-style. Nowadays, we have difficulty attracting people, especially
people with good family backgrounds. In the north and west of the
country, most such people want to go into their own business.”

In the Eastern region, it was felt that people generally wanted
auchority without responsibility; hence, the tremendous attraction of
government jobs. Employces often leave higher-paying company jobs
for lower-paid government positions. Clearly, the priority is security,
the kind found in government jobs and, to some extent, in profes-
sions such as medicine or law. Social status is secondary. For persons
in business, these two are rarely the top priorities. *‘Such cautious



Gupta  Indian Entrepreneurial Culture: Bengal and Eastern India 123

attitudes stand in the way of entrepreneurship. For a businessman,
security is number two on the list of priorities. You stake your
security on yourself.”

The Bengali chairman of a large rubber consumer-products
company believed that Bengalis were slowly trying to change. “The
bright boys still opt for security. Others find opportunities limited
in the Eastern region because of lack of growth. However, Western-
ization weakens their roots, and these boys move to other areas.
Interestingly, they are not going out of the state for jobs as clerks.”

The culture of ostentation appears to be different in different cities
of India. As one respondent described it, “'In Bombay they pick up
material objects, in Delhi they throw money in your office, in Calcut-
ta there are lavish private cocktail parties.” Dstentation is generally
considered a waste of time, but is now considered the same as **spoiling”
company staff with benefits so they may be self-sufficient when they
one day leave the company.

The entrepreneurs agreed that ostentatious consumption is becom-
ing more and more evident in India. Some very successful people are
flaunting flamboyant lifestyles. **“There shouldn’t be a vulgar display
of wealth in a nation where millions go hungry,” said the North Indian
president of a chemical company. “Lakshmi (the goddess of wealth
and prosperity) comes to those who respect Lakshmi."”

There is a recognition that the ostentatious rich build up social
pressures against themselves. *We may be creating new wealth, but
it is certainly not being equitably distributed.”

Ultimately, respondents said, one’s lifestyle tends to be based
entirely on the values one chooses as guider. *'I'll live the life I choose
to live, the way I feel comfortable,” proclaimed an Assamese entre-
preneur. A Bengali respondent said, “In my scale of operations, I
wouldn’t like to have a Mercedes-Benz. However, in absolute terms,
yes, I'd love a Mercedes, even a privare plane.” He rationalized by
pointinug out that a level of high consumption, if cultivated at an early
stage of growth, reduces the capacity for taking risks.

Others rationalized difterently, but no less pragmatically. Some-
times, business needs dictate the level of expenses. For instance, if one
needed to host a visiting foreign collaborator, it might be necessary
to put him up in a five-star hotel, to drive him around in an imported,
air-conditioned car, and to usher him into an elegant office. These
gestures might build up his confidence in the Indian environment.
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On the other hand, there was the recogrition that “a flamboyant
office may be counterproductive in that the collaborator mighe think
you're ripping him off.”

The second-generation owner of a multinational firm, a Harvard
M.B.A., admitted, ““This is a terrible conflict we face, especially when
we are doing international business. This is a backward country, and
it is very difficult to operate in the midst of widespread poverty.
International business can probably go anywhere clse in the world.
Such business is largely based on perceptions.”

A Marwari entrepreneur recalled how, when faced with difficult
times, he once elected to save moaey by traveling between Calcutta
and Delhi by train rather than plane. A fellow passenger on the train,
following introductions, recognized him as the owner of a major
Calcutra-based engineering company, and said, “'If a person like you
travels by chair-car in a train, what are we ordinary mortals to do?
Shall we hang outside by the doors?"" This entrepreneur, regardless
of his own personal orientation toward a certain degree of asceticism,
agreed with his North Indian counterpart that “'to satisfy the expecta-
tions of the modern consumer, his perception of quality, one ofcen
has to spend unnecessarily.”

The same entrepreneur recalled visiting the federal government
offices in New Delhi just when two executives from a competing firm
pulled up alongside in a flashy Japanese car. His own car was the
ubiquitous Indian Ambassador, and his chauffeur ruefully asked
him later (quite aware, no doubt, of his net worth) when he would
trade up to an imported car. "I told the driver one must be wble
to afford a Mercedes. And what about the escalating costs? The quality
of my pen, my shoes, my briefcase, my driver’s clothes, these must
all match my Mercedes-Benz. It's easy to increase expenses, very
difficult to bring them down. Eventually, you'll kill the business.”
He regretted the country’s proliferation of people who deceive others
by vulgar show, just as they deceive by giving larger dividends than
the company can afford.

By and large, thrift is still considered important for generating
wealth. ““Some individuals can be ascetic, others may be pleasure
seekers,” said a Bengali entrepreneur, “but as long as one gives
adequate time to the business, as long as salary levels and benefits
are legitimate, it's fine.”
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The Shadow of Religion

In any study of the entreprencurial culture of India it is difficult to
unburden oneself of Max Weber's thesis suggesting a passive and
permissive role for Hindu beliefs in industrialization, as opposed to
the positive, dynamic role of the kind presumably played by the
Protestant ethic in the development of European industrial capitalism.
More recently, one finds a major shift in the emphasis of Weber’s
thesis whereby what is stressed is the *“rational adaptability rather than
the irrational resistance of Hinduism to change.”'® Others have shifted
the discussion of obstacles to modernization from emphasis on religious
belief and ritual and traditional social structure to the more immediate
problems of shortages in capital, skills, and management expertise.
In the former case, we may be in danger of ascribing very little freedom
of choice to individual actors; in the latter, there is a danger of exag-
gerating one set of variables at the cost of another.

Religion did noc affect our respondents in any uniform, predict-
able way. The Bengali owner of a major newspaper chain made
a telling statement concerning religion which confirmed earlier
findings by Milcon Singer:

In my study of the Madras industrialists, as well as from my obser-
vation of other Hindus, I found that Hinduism also generates in its
believers a “'salvation anxiety” about how to escape from the effects
of one’s own past actions and the endless cycles of rebirths. The anxiety
is not an iatolerable one, however, that leads to an overwhelming
pessimism and defeatism or to a despairing burden of sin and guilt.
That one becomes good by good deeds and bad by bad deeds is taken
as an inexorable law of fate (karma) but not necessarily as a denial
of freedom of choice and action in the present or as a reason for
not exercising effort, intelligence, foresight, and resourcefulness in
taking advantage of opportunities to improve one’s condition in this
life and the nexc.!6

What our respondent said was: “I'm happiest in situations where there
are no contradictions. In my corporate life, I try not to introduce values
from the Bhagwad Gita or the Upanishads.” These values, highlighted
in Figure 7.2, are so fundamental that they tend to leave no facet of
Hindu life untouched.
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Figure 7.2

Key to the Culture of Hinduism:
Master and Dominant Symbols/Concepts

KARMA
(Service)
BHAKTI JNANA
(Devotion) (Wisdom)
DHARMA ARTHA KAMA MOKSHA
(Right action) (Wealth) (Artistic/ (Spiritual
culeural life) freedom)
BRAHMACHARYA GRAHASTHA VANAPRASTHYA SAMNYASA
(Period of (Period as (Period of retreat (Period of
training) householder) for renunciation)

loosening bonds)

SOURCE: §. Rudhakrishnan, The Hindu View of Life

A somewhat different feeling came from several North Indian
respondents. “'Religion has played a great part in my life,” said one.
“Faith in God has given me strength. My religion has helped me tide
over numerous crises.” Another said, ““I have a little temple in my
office. I have Lord Krishna in my office, and he has played a big part
in my life.” He reminded us that his was a major British company.
A third person said, ““Religion is a great corrective. I don't 80 to
temples, but I have a temple in my own house. [ spend some time
in it every morning. Religion pulls you back when you're on the verge
of doing something wrong.”

Most entrepreneurs kepre religion out of their business on a day-
to-day level, but there were some exceptions. In some companies, a
priest visits every day to offer prayers and flowers to Lakshmi, or
Ganesh, or Krishna. The practice is much more widespread around
special festivals when new images of the gods are installed in many
organizations. A Marwari entrepreneur remarked, “Religion motivates
you to remain honest. After all, I have to go to God. How do [ answer
him? A man wouldn't want to adulterate if he's conscious of his religion,
I can’t adulterate medicines that mighe kill a person. Ultimately, God
is there to take the final account.”
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The other Indian religion that plays a major role, especially in the
lives of many businessmen, is Jainism. All businessmen from the
western Indian state of Gujarat, and most of the Marwari traders, are
either Jains or Vaishnavas, a sect of Hinduisin founded in the early
sixteenth century. The basic vows of the adult Jaina houscholder,
according to the Tattvarthadhigama Sutra. are as follows:

. Must not destroy life.

2. Must not tell a lie.

3. Must not make unpermitted use of another'’s property.

4. Must be chaste.

5. Must Limit possessions.

6. Must make a perpetual and daily vow to go only in certain
directions and certain distances.

7. Must avoid useless talk and action.

8. Must avoid thought of sinful things.

9. Must limit the articles of diet and enjoyment for the day.
10. Must worship ac fixed times, morning, noon, and evening,
11. Must fast on certain days.

12. Must give charity by way of knowledge, money, etc., every day.

Weber has written: *“The compulsory saving of asceticism familiar from
the economic history of Puritanism worked also among them {[the Jains]
toward the use of accumulated possessions, as investment capital rather
than as a fund for consumption or rent.”!” Although the Jain's quasi-
Puritan ethic pointed to successful entrepreneurial activity, in the case
of the Vaishnavas this ethic was compensated for by social networks
and customs such as discipleship and consequent travel, which were
conducive to trading activities.

One of our younger Marwari respondents, commenting on the
subject of religion, said, “Personally, I couldn’t care less. The elders
of the family are more traditional. So we never start anything new,
never hire anyone, on a Friday. I see no logic in it.”

Religion often determines what businesses one stays out of, The
mighty Birlas chose to stay out of the hotel business because of the
necessity to consider serving nonvegetarian food. ‘‘My family are all
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vegetarians,” said one Marwari entrepreneur. ‘“They didn’t want me
to make pctato chips with artificial chicken flavor. They felc if the
public had the slightest suspicion that the same oil is used to fry
vegetarian and nonvegetarian products (even if artificially ‘flavored’),
they wouldn’t buy the chips.” Another Marwari said, "My wife
wouldn't want to earn 2 single penny from the death of a single bird.”

One of the Bengali respondents said, "'I'm not antireligion. It's
just that I don't practice any religion. I'm a Hindu. I got married by
Hindu tradition. My sons will probably get married in the Hindu tradi-
tion.” Another Bengali entrepreneur revealed through his response
a conscious separation between personal and business values. At a
personal level,”" he said, I don't believe in God. In business, we are
marginally involved with the concept because we granct religious
holidays and generally acknowledge that religion does touch many lives.
New buildings are consecrated religiously. Workers organize the
periodic worship of Vishwakarma (patron god of craftsmen and
artisans). It gives them satisfaction, so why not?”

Several of our Eastern Indian respondents were categorical in
denying that religion played any part in their business. They admitted,
however, that most successful Indian businessmen are probably quite
religious, even if religion had no part in their success. ‘*He sticks to
his religion,” suggested one entrepreneur by way of explanation,
“because he is afraid to upset the mental equanimity, the balance,
which he derived from religion and which was a part of him when
he became successful. He will not part with religion, then, for fear
it will upset the overall configuration that he knew as present when
he found success.”

“I've seen businessmen, otherwise very astute,” noted one respon-
dent, “who have changed the direction their desks are facing at any
point in time, because they imagine a particular direction to be chuv
(auspicious) for the next three months.”

Other entrepreneurs made no secret of their skepticism over the
avowed religiosity of many of their contemporaries. *'Notwithstanding
the ‘tika’ (a sandalwood or vermilion mark) on the forehead and the
images of Ganesh and Lakshmi in the office, what generally overrides
religious principles is the desire to make a profit either for oneself
or one's company,” said one. Some companies encourage religion as
they would encourage sports and ficness.
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At least one voice of dissent asked why business was not secular
in India. Our respondent felt that religious symbolism should not
intrude into the workplace, and regretred that most religious groups
were seemingly moving toward fundamentalism.

Finally, a first-generation Bengali entreprencur pointed out a
common paradox. He said, ““In earlier times, | was an acheist who
didn’t believe in God. Today, [ am not an atheist, but I don't believe
in myself any more.” The paradox apparently has not affected his
performance as a dynamic entrepreneur, nor has it arrested the
impressive growth of his computer services and software company.

It is perhaps impossible to demonstrate the etfect of religion on
entreprencurship in any empirical manner. We found, however,
indivicual entreprencurs who attest to the significant impact of religion
in their lives, both private and business. We also have statements from
those who claim absolutely no role for religion in their lives. The rational
adaprability of Hinduism may be an acceptable concept on a global
scale, bur the rational adaptability of the Hindu would seem to be
more pertinent to our study.

Who Becomes an Entrepreneur?

Almost everyone scemed contemptuous of upstart entrepreneurs
who flaunt their money and power. An entrepreneur earns respect,
they felt, only when he behaves in a way acceptable to society.
“You'll act responsibly,” said one, “only when you get accustomed
to handling wealth.”

As in any other country, many entrepreneurs in India are honest,
bur many also feel driven to make a quick buck. “The political climate,”
remarked one respondent, “‘doesn’t permit one to have a very clean
image of business. One has constantly to get around the rules before
one can become a Birla or an Ambani (two of India’s leading indus-
trialises).” This need does not seem to present any moral conflicts.

Many respectable and qualified people are turning to entre-
preneurial activities. This shift reflects changing attitudes toward
business, even though most people seem to believe that business-
men, by and large, are all blackmarketeers. Families still prefer to
marry their caughters to government servants or to those holding
clerical jobs rather than to businessmen. Bengali mothers discourage
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sons from joining businesses. It is not uncommon for generations of
Bengalis to find in their family circles lawyers, doctors, and teachers,
but no businessmen.

A Bengali entrepreneur therefore had often to be something of a
maverick. 'My grandfather was entrepreneurial and started a mica
mine,” said one, “‘but I never saw him.” “*And so it is,”’ commented
the same individual, “‘that my son may get a job with the World Bank
and forget all about entrepreneurship.”

On the other hand, we also talked to Bengali businessmen who
said, "My two daughters are with me in business, and they'll continue
to be in it until they're ready to start their own businesses. I'd expect
other relatives of mine to get into business because it is so rewarding
and satisfying."”

Entrepreneurship is full of hazards, of course. The raw entrepreneur
runs the risk of being taken for a ride by bureaucrats, politicians,
as well as less-than-scrupulous competitors and suppliers. It would seem
that an exposure to business practices and activities before
starting a business is just as critical as an ongoing support system
after starting operations.

Problems Entrepreneurs Face

The contemporary Indian experience with entrepreneurship seems to
suggest that it is inseparable from a spirit of nationalism. In the 1990s,
nationalism is more than likely to translate into regionalism. Govern-
ment controls and bureaucratic interference in the free market represent
two of the biggest sources of dissatisfaction for the entrepreneurs we
interviewed. Some complained bitterly about the government's plan-
ning mechanism which has discriminated blatantly against Eastern
Indian interests. *‘During the British Raj,” one Bengali businessman
complained, “‘we stood up against a ruthless, alien government. But
now we seem to have lost the will to confront a less ruthless govern-
ment of our own people.” He pointed out that India’s First Five-Year
Plan committed as much federal government investment to the city
of Bombay as to the entire province of West Bengal. Other provinces
such as Maharashtra, Gujarat, and Tamilnadu have all benefited from
considerably higher federal government investments compared to
Eastern India, in spite of the severe problems (like five million refugees
and more) that have plagued provinces in Eastern India.
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Those we spoke to acknowledged certain generic problems for the
region, especially the nonavailability of power. They noted, however,
an abundance of certain raw materials and a profusion of skilled
labor. “In communications technology, especially software develop-
ment, Bengal has a tremendous comparative advantage, a great
cerebral capacity. What prevents its exploitation is lack of money,”
noted one entrepreneur. Large numbers of entreprenenrs are prepared
to sell jute and tea, but few are interested in high-profit, high-risk
ventures. This reluctance may betray the absence of sophisticated
understanding of venture capital.

Bengali entreprencurs, in particular, feel that regional advantages
must be exploited. "If you believe in capitalism,” suggested one of
them, “vou have to believe in regional advantages.” Through non-
adherence to the theory of comparative advantage, it is not Bengal
that's sliding back relative to the rest of India, it is India that is sliding
back relative to the rest of the world.”

Many of our respondents shared the view that the present political
structure of a strong federal government works against individual
regions. Those in manufacturing industries were almost unanimous
in calling for a de-equalization of factor prices (of coal and steel, for
example), and for greater revenue-raising authority for the regions.
The Bengali owner of a computer-services firm said, ““The govern-
ment really doesn't have a good grasp of how to encourage business
and its growth. The eastern region is not a suitable market for entre-
prencurs. In West Bengal you survive because you're a survivor, not
because anyone else helps you survive. Incentives for starcups are not
communicated by the government. It's cheaper to set up a project in
Orissa (a neighboring state) than near Calcucta.”

One of the recurring sources of dissatisfaction lies in the lack of
commitment among bureaucrats. A prevailing premise in India is chac
no government official is supposed to make mistakes. As a resule, they
all tend to be overcautious rather than overzealous. Evaluation of major
projects takes from two to three years, and the delays permit huge
cost escalations. As if to slow down the process even further, the govern-
ment’s personnel-transfer policy prevents senior bureaucrats from
gaining extended experience on the job. Additionally, senior bureaucrats
tend to make themselves virtually inaccessible. “The same rule is
applied differencly to different people by the government,” complained
one entrepreneur. ““That's my greatest source of dissatisfaction.”
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Some of the entrepreneurs we spoke to shrugged off the barriers
of government regulations and controls as inescapable challenges of
doing business on your own, but others were less philosophical. Even
a simple product such as a new brand of potato chips involved one
of our respondents in endless running around to obtain licenses. He
didn’t think there were deliberate hurdles placed in his path. “It’s the
system,”” he said. "The system is like that.”” Another respondent added,
"We are a most unwanted lot. Every second person thinks he can stop
you, if you don't grease his palm.”

Thanks to a basic overregulation of industry, entreprencurs often
feel ac the mercy of petry officials. Excise inspectors refuse to approve
the manufacturer’s classification, and foreign-exchange enforcers are
deeply suspicious. In fact, vested interests are so entrenched that it
is often impossible to break through them.

The lack of a congenial work culture is also a significant problem.
“We look after our workers very well, but the work culture has been
deteriorating in West Bengal,” 2 Bengali businessman remarked.
“People are not prepared to work any more than they have to.
I've offered workers up to 30 percznt more in wages for extra work,
but they've refused on the plea taac it will shrink job-creation
opportunities.” Said another, "I find union leaders of opposing camps
having greater influence over my workers than I do. I find myself
inadequate to combat this. This causes me great anguish. Opposing
unions vie with each other for the workers’ support. They foment
dissatisfaction among workers who don't seem that dissatisfied.
Political forces muddy the situation.” Several other respondents
echoed such sentiments.

The nature of the Indian market also bothered some. *“The buyer
is not at all quality-conscious,” regretted one respondent. *‘He is price-
conscious, and that works as a disincentive for higher qualiry.
Otherwise, we're quite capable of products of international quality.
There are instances where our foreign collaborators have confirmed
our products as superior to their own. In spite of this, we had to sell
at the price of our competitors. Since the manufacturer doesn't gt
a premium for higher quality, he is quite prepared to produce anything
that will sell.” Several respondents insisted that India has to overcome
this dilemma before they could remove the bias—'Why buy from
India?’—and seriously enter international markers.”
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Why Remain an Entrepreneur?

The creative aspects of entrepreneurial work provided the single greatest
source of satisfaction to our respondents in Eastern India. The chair-
man of a multinational company manufacturing cooling towers literally
glowed as he said, “Initially, we would import 70 percent of our
components; today, we're exporting these same components.”

Other entrepreneurs saw themselves as part of a process in which
they were helping to build something that transcends individuals and,
certainly, individual efforts. Some described it as a position where one
is influencing events, rather than being part of something over which
one did not have much control. *'One of the greatest sacisfactions,”
said a Bengali entreprencur, "'is when you can conceive a plan, start
a business, and find that it meets your projections and expectations,
Here's something new that you, and you alone, have thought out.”

Opportunities in Eastern India for introducing new blood into
dying, neglected businesses have also been a source of intense satisfac-
tion for many. Some dramatic turnarounds have taken place. I took
over a company which was closed for sixteen years. Everyone had
written it off. [ turned it around.”

Relationships with unions can also provide a source of satisfaction.
The part-owner and managing director of a jute mill started off with
tourteen different trade unions exercising sway over his workers. He
succeeded in persuading all fourteen to work together, even to the
extent of not staging political meetings in front of the mill gates. When
one of our respondents started a new electronics plant near Calcurra.
he was faced with a demand that all workers involved in the plant’s
construction be provided with alternate employment. Instead, he
offered them jobs as trainees with the promise of permanent employ-
ment if certain criteria were met. Fifty workers opte for training,
at wages considerably lower than what they were earning during
the construction phase.

In the late 1960s and through the 1970s, labor militancy reached
frightening proportions in West Bengal. Several of our respondents
made adjustments to coexist peacefully with the labor unions. “We
fight often,” said one respondent, “but never on small matters, only
on matters of principle.” With financial instability a chronic problem
destabilizing many Eastern Indian companies, management has often
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had to agree to reduce its own salary levels to persuade labor unions
to forgo wage increments and save a company from ruin.

For many of our respondents, growth and the successful adapration
of technology are sources of great pride. Many are quickly becoming
multinational from the very nature of their operations. One owner
pointed out, "We're manufacturers of tea-processing machinery. We
started by setting up a plant in a backward area. Now we're into project
exports. We've set up complete tea factories in Uganda and Vietnam.”

Entrepreneurial energy often transcends ideological barriers. West
Bengal ofters a good setting for such breakthroughs. One of our
respondents, a Marwari managing director of a telecommunications
equipment manufacturing firm, described his company as an example:
“An organization which is a joint venture between a multinational
and a communist state government, and whose success depends largely
on cooperation between a communist state government and a non-
communist central government in New Delhi. We're on a fase track,
and our product has met the stringent scandards of various agencies.
We've suceesstully bid against the government's own public-sector
companies and secured teleccommunications-equipment contracts.”
That's no mean source of satisfaction.

Indian entrepreneurs attach a high value to their ability to touch
the lives of others. Employees often expect this of their bosses. Regard-
less of occasional eruptions of labor unrest, India continues to be a
largely paternalistic society. The CEO is often a father-figure. The
employees see him as a protector, the one man who has the strength
to ensure a healthy, sound corporation.

The numbers of lives affected by entrepreneurial actions can reach
into hundreds of thousands. The tea industry alone, confined largely
to Eastern India, looks after one million people directly. Assuming
cach employee supports a family of five, the industry actually helps
sustain five million people. A Bengali-owned finance and invesrment
company controlled by one respondent services twenty wmillion certifi-
cate holders through 100,000 active agents. The chairman believes
cach of his agents carns enough to comfortably feed a family of five.

The manutacturer of a highly successfirl brand of potato chips would
be happy if, twenty years from now, he “ould look back and say, "l
educated my countrymen abour snack foods.”” He took care to point
out that India produces the world's third largest crop of potatoes, but
that 40 percent goes to waste for lack of storage facilities.
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An Assamese plantation owner wants to be remembered for
building an organization capable of running on its own. A Marwari
entreprencur would like to be remembered as a *“fair” person. However,
a Bengali respondent pointed out that, “in reality, you are never
perceived as being fair to all.”

One Bengali respondent would like to be remembered “as a person
who has produced a truly high quality product.” A somewhat more
philosophical managing director of one of the largest managing agency
houses said, *'I'm quite positive they won't remember me. Bue I'll be
happy if they remember me for someone who always tried his best.”

Conclusion

The Indian entreprencurs we studied presented a complex view of
life and entreprencurial activity. Some had role models and ¢ hers
did not; some received help from predictable or unexpected quarters,
others did not. Clearly, powerful family influences worked into the
lives of most of them. The religious influence took on an added
dimension when individual entrepreneurs came in contact with religious
figures, sometimes from religions other than one’s own, as in the
case of Mother Theresa.

In spite of waves of historical influences and unfettered interac-
tion with other major religions, entreprencurs from Eastern India
remain acutely conscious of their culture. Some are increasingly
impassioned about their regional identity. Unlike certain ethnic groups
of entreprencurs who often feel under pressure to modify their behavior,
even their cultural ancecedents, to fall in line with aspects of the domi-
nant culture, Indian entreprencurs find themselves uteerly free of such
anxieties, regardless of which part of the country they are from and
which region of the country they are located in. "*Excel, not integrate,”
seemed to be watchwords animating most of our respondents.

It is far from certain that cultural and religious influences give rise
to an aspect of entreprencurial behavior that may be considered
remotely “otherworldly.” If anything, Indian entreprencurs appear to
have established a remerkable balance between the known demands
of this world and the less-than-certain demands of the next.

Ifitis humanly possible to cut through this intriguing web of goals,
aspirations, beliefs, and values, is it possible to be left wicth a few
common strands, certain cultural commonalities? Perhaps che single
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emerging perception we can be certain of is the diversity of back-
grounds, motives, and strategies that runs through the nature of
entrepreneurship, even in a single region of one country. This
diversity seems to be a reflection of the diversity that is tolerated,
even courted, by Hinduism.

If our findings point to a mutually accommodating diversity, it
may be possible to trace it back to the curious way in which Hinduism
links this life to anything that may lie beyond—as much through action
as outside of it. This may explain many of the curious atcit. des through
which Indian entrepreneurs justify their actions as well as their inac-
tions. This can only partially and momentari'y reflect the cruth. For
truth has many faces, and the culture of India is in the throes of
monumental changes. Hinduism may emerge from this period essen-
tially unscathed, but the individual Hindu may not.
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Culture and Entrepreneurial
Behavior among the
Overseas Chinese

This chapter reports findings from an empirical study of overseas Chinese
entrepreneurs, and more specifically the beliefs and values they bring
to bear on the processes of organizing their especially successful economic
activities. Two issues will be addressed before using the empirical findings
to illuscrate the larger theoretical questions. The first broad issue concerns
the significance for theory of che East Asian alternative model for
development—alternative, that is, to Western industrial capitalism or
to the Soviet bloc industrial system. (This latter has become, of course,
a substancially less convincing alternative than it was until quite recently,
as its disintegration proceeds. It does, however, still retain a form of
coherence in China and North Kot ‘a as well as in the USSR itself and
may thus continue to stand, if only on crutches.)

Two points are clear from an observation of East Asian economies,
First, economic success equal to that of the Wesr has been achieved.
East Asian enterprises are successfully competitive in world markets,
and in many fields they are dominant. Japanese GNP per capita now
exceeds that of the United States, and Hong Kong and Singapore are
richer in per capita terms than several European countries. Second,
East Asian economic success has been achieved with an economic
system that displays substantial variations from its Western equivalent.
Organizations take on different shapes, relations berween government
and business are differently structured and maintained, and workforce
attitudes to employing organizations—and to work itself—are different.
Besides the macro East-West difference there also exists significant
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variety inside the East Asian sphere itself, to a point where only the
most general homogeneity can be identified. Therec is, for instance,
very limited typological overlap between a Chinese family business
and a large Japanese corporation. There is nonetheless, and significantly,
some similaricy.

Thus the East Asian case is both successful and different from the
Western. In crude terms the same destination has been reached, but
using a different vehicle and going a different route. The ramifications
for sociological and development theory are large, especially for theories
of modernization, which rest heavily on the assumption that the
distinctive individualism generated in the West has had a reciprocal
relationship with modernity. The imnlication is succinctly stated by
Peter Berger:

It can be plausibly argued that East Asia, even in its most modernized
sectors, continues to adhere to values of collective solidarity and
discipline that strike the Western observer as very different indeed
from his accustomed values and patterns of conduct. . . . Could it
be that East Asia has successfully generated a non-individualistic
version of capitalist modernity? If so, the linkage berween modernity,
capitalism, and individualism has not been inevitable or intrinsic;
rather it would have to be reinterpreted as the outcome of contingent
historical circumstances.!

This warning about the limited applicability of much of the sociological
theory dealing with modernization is likely to be valid in parallel or
subsidiary fields such as organization theory, where the proponents
of universalism (such as Lex Donaldson? and Henry Mintzberg?) are
being faced with empirical counterexamples rhat undermine the basic
premise of a universal organizing puinciple valid across cultures.*
An attempt to come to terms with this variety, and to examine
the East Asian cases on their own terms, is visible in the work of the
Beyond Bureaucracy project outlined by R. D. Whitley and S. G.
Redding.> The theme of this research is that distinct patterns or
“recipes” for economic activity appear to stabilize in different societies,
and can be explained in terms of the institutional contexts in which
they develop. Such explanation necessarily incorporates historical,
geographical, and political features to inform what is essentially a
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sociology of firm behavior. This attempt to explain variety, while
searching at the same time for patterns, is seen as a means of moving
debates to the middle ground berween the culturalists and the
institutionalists—where perhaps the most fercile understanding lies.6
Some indication of the range of hypotheses within this complex project
may be gained from the summaries, given in the appendix, of the
characteristics of dominant economic actors and their related contexts,
An example of such an apprcach is Richard Whitley's analysis in this
volume of partterns of entrepreneurship in Europe.

The second broad issue is the need for a paradigm shift in theories
of entrepreneurship, an issue first illuminated by S. M. Greenfield
and A. Strickon in a review of the way the topic has been addressed
in the half-century since Joseph Schumpeter's formulation of a theory
of economic development.” Their characterization of the changes in
approach and the epistemologic:l problems faced begins with the
original interest of economists in the institutional mechanics of
equilibrium. This interest tended to deflect attention from questions
about how growth was achieved, since equilibrium theories were by
definition not addressing growth and change. Moreover, as Schumpeter
suggested, the expansion of economic activity rests upon noneconomic
factors, and specifically on the actions of individuals in the market.

The problem for economics then was that much of the inquiry
necessarily moved outside economics and began to focus on the
historical, sociological, and psychoiogical determinants of entrepreneur-
ship.® From this form of inquiry came, for instance, the psychological
work of David McClelland on the need for achievement and the
historical/sociological work of Everett Hagen in explaining the stimuli
present among disadvantaged minorities.? As described by Greenfield
and Strickon, the two postwar decades were periods in which “‘attention
gradually shifted from the functions of entrepreneurship in economic
growth to the psychological traits of persons designated as entrepreneurs
and to the social conditions that produced them.’'10

At the same time a concern with nourishing underdeveloped
economies encouraged certain assumptions that were both unchallenged
and greatly influential;

® The preindustrialized, nonmarket economies were seen as being
in a state to be left behind as quickly as possible. The agenda
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was to have them emulate the developed West. These economies
were therefore generally not studied on their own terms,

® In the study of entrepreneurship, it was scen as adequate to
describe and analyze the society, economy, and behavior of human
populations that are either developed or underdeveloped, but in
either case are assumed to be in a steady state. This approach
is one of “comparative statics”" and does not provide a model
of how to move from one state to the other.!!

® The traditions of nineteenth-century evolutionism are visitle in
the implicit nution of “‘stages’ of development, a paradigm perhaps
now due for revision.

To avoid the distortions implied in these three assumptions, Greenfield
and Strickon propose an unmasking and rejection of ‘‘the essentialist/
organic metaphor that has informed Western social thought for some
two millenia.”’'? They contend that it is misleading to conceive of
societies as being composed of entities that are essentially organisms
capable of growth. Instead, they say, it is more revealing to concentrate
on the individual organisms within a population, observing the way
they deal with survival, thus being less concerned to theorize at the
level of the type or species.

The “Darwinian population ecology’” approach to the study of
entrepreneurship is claimed to benefit understanding by integrating
the behavior of key agents into an explanation of the social process.
Entrepreneurs make choices, and larger patterns of change reflect
aggregations of these choices. An important component of this view
is that it allows for different evolutionary processes and combinations
to be conceived of as optional routes toward the current condition.
It removes the essentialist view of modernization, and thus the notion
of convergence. What were previously seen as anomalies thus take on
the roie of viable alternatives.

The argument concludes by example:

Even the introduction of the same new behavior or resources such
as industrial technology into a range of populations would not be
expected to produce similar statistical patterns of behavior. Instead,
each community, in terms of its views of the universe, human relations,
and values, would be expected to develop its own patterns. Given
the new resources, individuals in pursuit of goals that are meaningful
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to them would make choices and decisions with respect to their
behavior. The outcome of the selective process then would give us
the new patterns for the group. Japanese factory owners or managers,
dealing with a population of workers whose expectations of relations
with authorities differed from those of their English or American
counterparts, would be expected to make decisions and choices that
differ from those of the English and Americans in the same situation,
Consequz:ly, pateerns of industrial relations to emerge in the several
societies would be expected to be different. The choices made in each
case would reflece both the ““objective demands™ of the technology
and the culturally given goals and values shared with their respective
workers. The outcomes of the evolutionary process then would differ
in each case, even though each is industrializing.'3

In any move to focus explanation on the individual decision maker
there is a danger that the account may be so reductionist as to prevent
comparison or useful middle-range theorizing. To protect against this
danger, it is necessary to make a clear distinction between what
C. C. Ragin calls “'observational units,” which in the entrepreneurship
literature would normally be entrepreneurs or their firms, and
“explanatory units,” which are the categories used to account for the
pattern of results. !

Given this caveat, the practitioner of comparative social science
may then begin to address some of the key questions that lie in the
potentially fertile middle ground between the culturalists and the
institutionalists. Examples of such questions for the field of entre-
preneurship are:

® What do entrepreneurs do (as opposed to what personality traits
do they have)?

® Why do they act as they do?

® When an entrepreneur creates a new combination, what is the
process by which it is copied by others, and how is it selected
to replace a previously dominant mode of behavior typifying a
larger group?

® What is the importance of the entrepreneurial factor among the
totality of determinants of the shape and efficiency of an economy?

® Do such explanations themselves vary by society?
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The Overseas Chinese Entrepreneur

This research illuminates the first three questions above and provides
empirical information that may contribute to attempts to answer the
last two. The research is based upon a study of seventy-two overseas
Chinese owner-managers in Hong Kong, Taiwan, Singapore, and
Indonesia, aimed at reconstructing their belief systems and values and
relating those patterns to what was already known about managerial
behavior in the Chinese family business.

Although the discussion here will concentrate on the connection
between managerial beliefs and managerial functioning, it is located
within a larger field of inquiry. In simple terms, the managerial
functioning is what these entrepreneurs do, the beliefs are why they
do it, and the wider framework explains why such behavior becomes
dominant in this economic culture.

This research was conducted by extended tape-recorded interviews,
usually with two entrepreneurs together over dinner.!> A semistructured
process of questioning was used to explore ten main topics chosen
to illuminate the espoused views of the self, relationships and kin,
management and organization, and society. The statements were
transcribed, analyzed, and categorized to create a picture of the
mind-set of the group of people. Explanation took account of the
social history of Chinese culture, and also of patterns of present-day
economic behavior.

The Spirit of Chinese Capitalism

By definition, Chi.:2se capitalism refers to economic behavior in areas
outside China itself, and the research reported here represents the
overseas Chinese in Hong Kong, Taiwan, Singapore, Indonesia,
Malaysia, and Thailand. Figure 8.1 attempts to capture the spirit of
their entrepreneurial behavior; it represents their way of explaining
why they behave as they do, based on the analysis of their statements.
Because levels of analysis need to be separated in the interest of having
valid explanations, the subject matter is treated at four levels: percep-
tions of the self, relationships and kin, the organization, and society
at large. Connections exist between the levels, but their conceptual
frameworks are respectively psychological, social-psychological,
organizational, and sociological.
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Three main legacies of Chinese social history seem to act as primary
determinants of present-day behavior. Paternalism derives from the
predominantly Confucian ethics that lie behind the structure of Chinese
society and provide the legitimation of hierarchy based on an exchange
of deference upward and a responsible but humane strictness down-
ward. Persanalism is a powerful force that deals with the problem of
establishing trust relations in the absence of institutions and societal
structures, such as law, that would otherwise support the reliable
conduct of exchanges. lusecurity is traditionally endemic for the mass
of Chinese people. The majority of social experience is of subsistence
agriculture, unpredictable government intervention with no counter-
vailing defense, and a lack of understanding and identification berween
the people and the ruling elite. The traditional pattern of elite
dominance through the retention of monopoly on the interpretation
of official state dogma (either Confucian or, more recently, communist)
has left the average Chinese with low expectations of benevolent welfare
and a deep reliance on family-based resources.!6

At the level of the self, these forces are played out as if there were
a state of tension between, on the one hand, a high level of self-
confidence emerging from the knowledge that a Confucian role is being
fully complied with and, on the other hand, a defensiveness and
wariness deriving from underlying societal insccurity. This tension is
released by a powerful urge to control by ownership. Possession of
the capacity to control a source of wealth makes use of the inner strength
a person derives from complete role compliance in a culture where
roles are very clear and widely understood.!” It also depends on societal
threats, principally poverty, and the low status associated with it. This
status sensitivity is especially keen in societies where alternative status
avenues are closed off, as is commonly the case in the colonial context
or where the ethnic group exists within a culture dominated by a
different ethnic host group. These features occur or have occurred for
long formative periods of recent history in all the areas in East and
Southeast Asia where the overseas Chinese now flourish.

The urge to control is clearly important to entrepreneurship:
It provides the motivation to initiate risk-taking and to search for
the new combinations of elements that will release wealth. It is
fundaraental to entrepreneurial behavior and possibly a universal
prerequisite. Although the urge to control is a psychological force, it
emerges from the web of social forces that surround the individual
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and account for the strengeh of che drive. In this area, the key feature
would appear to be societal mistrust.

At the level of relationships and kin, it is possible to discern the
playing-out of the same tension seen earlier, but this time at the social-
psychological level. There is a general problem of mistrust in Chinese
society, which has no tradition of institutionalizing cooperation, and
which consequently remains “‘minimally integrated™” and reliant upon
“ucilitarianistic familism’" for its stability.'® The crucial unic of identity
and reliance is the core family; cooperation across society relies upon
social networking for the construction of dependable relations. This
reliance is a natural development of the personalistic tendencies
inherited and reproduced in the culture over a long period.

This form of networking, as Janet Landa has pointed out, is
an institutional alternative to contract law.' It is also capable of
producing high levels of business efficiency by the reduction of
transaction costs2? and by the fostering of organizational flexibility
and strategic adaptiveness.?! Ir is important to note thar the per-
petuation f such efficiency in the system, for example, the Chinese-
dominated textiles and app:rel industry of the Philippines?? or the
banking industry of Thailana?? requires that organizations remain
under the control of key individuais. ! such a personalistic trusr system
is to work, then the individuals who make up its crucial nodes must
have the authority to control economic action. This constraint is
apparently understcod and built into the Chinese capitalist economies
as an unspoken design principle.

This point is reflected ac the next level of analysis, that of the
organization. Here the patrimonial traditions of the Confucian order
serve to legitimate power where it coincides with ownership and
leadership behavior ¢xpressing paternalistic benevolent autocracy.?
In such a context the binding-in of people to a cooperative relation-
ship with the organizaticn proceeds through the obligation-bonding
of paternalism, a system that allows for the perpetuation of personalism
and creates a nonbureaucratic crganization. In such an arena, it is
difficule to incorporate managerial professionalism on a large scale,
and the inevitable limits to delegation also act to restrain the scale
of organization possible. It should be noted, however, that such
organizational scale limitations can be at least partly transcended
through the linking of organizacions in the highly networked wider
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social context. “Molecular’ organizations can thus be created from
the atomistic entrepreneurial units.?®

In this kind of environment, the entrepreneurial role is then
sustained and encouraged. The system works if key individuals retain
control of the units of economic action. Large numbers of controlling
owners thus serve as examples to others seeking control of some
economic domain. New entrepreneurs are commonly encouraged and
aided by established ones as the building of networks and the creation
of bonds of obligation proceeds.2¢

At the level of che society as a whole, stability rests on the strong
vertical order and the disciplined role compliance that families
inculcate, maintain, and perpetuate. The various drives stimulated by
insecurity, such as pragmatism, materialism, and the work ethic, are
directed into the creation of carefully bounded, limited, but adequate
forms of horizontal cooperation. This cooperation is based on the
exchange of obligations and a process of what in a negative sense might
be seen s mutual exploitation. In a more positive sense, a strong moral
order persists and acts to reinforce, in a Weberian sense, this form
of non-Protestanr capitalism.

To formulate the Weberian thesis in the sharpest way-—including
an acknowledgment that Protestantism was one of the causes of certain
aspects of capitalism, and thus necessary but not sufficient—is to say:
“No capitalist development without an entrepreneurial class; no
entrepreneurial class withiour a moral charter; no moral charter without
religious premises.”’ 27

The moral charter of the overseas Chinese is based on Confucianism
and consists primarily of the construction of a ““moral community,”
described in a recent study of the overseas Chinese of Penang as follows:

The raison d'étre of the clan and territorial associations was to
promote the welfare and unity, not only of members, bur also of all
potential members. This ideological aim was often explicitly stated
in the printed rules of the associations in formulations such as: “give
mutual assistance,” “‘promote cordial relations between clansmen,”
or “strengthen the unity of all Hui Aun fellow countrymen and plan
for their welfare.” Such formulations also occurred constantly in
speeches made by the leaders, which always were reported in the
newspapers. Any constellation of people affected by such a morality
[ will call a moral community.2#
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Entrepreneurial Behavior: Patterns,
Predeterminants, Persistence

Earlier in this chapter, questions were posed that represent gaps in
the entreprencurship literature: What do entrepreneurs do? Why do
they do it? How is entrepreneurship replicated? It may now be possible
in the overseas Chinese case to answer such questions, using the
accounts of the overseas Chinese as a basis.

What do they do?
If we use the organizational level of analysis from the previous model,
the seventy-two entrepreneurs in our study provide a picture of the
perception of the otganizing process. This picture does not directly
represent their behavior as organizers, but a series of parallel studies
of overseas Chinese organizations allows this behav.or to be brought
into focus.?? From these sources it is possible to propose models of
organizational processes and structures that convey an impression of
what such entreprencurs do, at least at the level of managing and
organizing. Although this is not the full gemut of an entreprencur'’s
behavior, it nevertheless illuminates an area so far oaly dimly lic.
Figures 8.2 and 8.3 propose patterns of determinacy that link the
Chinese entrepreneuriai organization to its ideclogical matrix and its
host culture and traditions. The dezail will not be given here, but an
observation is appropriate: Alchough at a superficial glance it is possible
to recognize universal characteristics of small business, it is difficult
to explain them from universal determinants. This is a Chinese set
of influences, and the challenge of generalizing from them to some
universal “law" of entrepreneurship is daunting,

Why do they do it? How is the system perpetuated?
In summary, Chinese entrepreneurs act as they do for the following
reasons:

® Societal insecurity heightens the need to accumulate wealth against
an uncertain future,

® Responsibility for wider family welfare is scrongly felt,
® Responsibility for wider family status and respect is strongly felr.

* Ownership is a source of status (and employment by someone
else is disparaged).
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® The society’s moral ideal of caring for others can be most
prominently exercised by those with wealth, thus providing an
avenue for gaining respect.

® lnner self-confidence derived from Confucian role compliance is
strongly felt.

All these features may be seen as reasons for risk taking and creative
behavior by the individual entrepreneur. At the same time, certain
features of the context might be seen as reinforcing the tendency for
personal control of economic action. They partially answer the question,
Why do ertrepreneurs act as they do? The answers also overlap to
some degree with the answers to the question about how the system
perpetuates itself. The key components here are:

® The lack of trust. By placing clear restrictions on relations of
exchange, and limiting them to specific social networks of direct
relationship or clan or regional connection, the Chinese make the
entire system reliant on specific individuals. The system is totally
dependent on their personal characteristics and personal obligation
bonds. Western-style transcendence to an impersonal ownership
model destroys the coordination of the system.

® These key individuals need to command their field of action
unequivocally, otherwise, in crude terms, they are not worth
bonding to.

® The moral precepts of the society reinforce the specifically deline-
ated networks of cooperation, while at the same time introducing
notions of sharing, or welfare, and of civilized, nonaggressive
competition,

These surrounding features, rogether with methods of practical
encouragement such as socialization in the family contexr, assistance
with capital raising, and apprenticeship techniques for enrrepreneurial
development, help to amplify the society’s ability to produce entre-
preneurs and refine their quality.

In light of this analysis, any theory derived to explain the
entrepreneurship of the overseas Chinese must begin with the social
conditions that so heighten the importance of ownership and the urge
to control. There are clearly common denominators tying the overseas
Chinese to other culturally defined and notably entrepreneurial
groups, and a search for those common societal features is likely to be
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productive. Similarly, there are also likely to be common reinforcements
to entrepreneurial ownership that explain its encouragement and
perpetuation, and that can be defined as universals. In the middle,
as it were, lie the personal characteristics of the entrepreneurs them-
selves, already seen as inadequate for explanation and now, in a wider
context, visible as relatively small components of the total picture.

Conclusion

This chapter began with the proposition that the East Asian develop-
ment model was as successful as that of the West, but followed a
different route, a route more appropriately seen as a set of separate
paihs going in roughly the same direction and visible in at least three
clearly separate instances—the Japanese, Korean, and overseas Chinese.
The movement toward modernity has not been accompanied in
these cases by a noticeable rise in individualism. These societies are
fundamentally paternalistic,?® and operate to secure trust and coopera-
tion by bonds of obligation rather than by legal contractual relations.
A universal model of development is thus apparently not tenable. The
entrepreneurial organizations are, as elsewhere, embedded in their
societal contexts and cannot be comprehended without reference to
those contexts.3! The construction of a universal typology of organiza-
tion is thus frustrated, and a more fruitful line of inquiry is how
different recipes can be put together from different ingredients in
varying contexts to produce effective structures for economic exchange
and growth. By using the example of the family businesses so typical
of the overseas Chinese, we gain some understanding of how the
“embedding’ occurs. Economic efficiency suggests how this particular
organizational type flourishes and becomes representative of its society.
One universal conclusion remains tenable, the most fundamental
of Weber's assumptions: A moral base in religious values is a necessary
precondition for the legitimizing and encouraging of entrepreneur-
ship, itself a necessary precondition for economic growth. For the
overseas Chinese the moral base lies in a secular Confucianism and
the resulting ethics that surround familism and communalism.
The example of overseas Chinese entrepreneurship suggests that
a paradigm shift in entrepreneurship theory is needed, one that seeks
to explain whar entrepreneurs do, why they do it, and how a particular
recipe for entrepreneurship becomes dominant. This middle ground
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is likely to be a more fruitful area of inquiry for those concerned with
development than the psychological realm of individual characteristics,
or the institutional realm of macro structures and policies.

Appendix

Societal Contexits

1. Dominant authority principles and structures
Patrimonial rather than legal-rational administration
Reigning without ruling
Integrated vertical loyalties
Obedience to role or person

2, Trust mechanisms between strangers
Formal institutions of trust production
Reciprocity of obligations
Compliance mechanisms

3. Collective loyalties
Primacy of kinship and other particular links over universalist
principles
Rational or emotional commitment to collectivity and leader
Extent of individualism
Primacy of horizontal or vertical loyalties

4. Skill organization and markets
Formal certification of skills
Individual ownership of general skills
Labor-market control of skills by practitioners
Integration of formal education system and practical skill
training
Standardization of payments systems across employers
Significance of occupational identities

5. Developmental state
Integration of economic and political elites
State responsibility for and coordination of development
Prestige of economic ministries
Prestige of business careers
Basis foundation of legitimacy of ruling elites
Autonomy of ruling elites
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6. State management
Discretionary management of sectors and firms
Control of credit and imports
Control of labor organizations and wages

7. Financial integration
Dependence of financial systems on domestic enterprises
Organization and role of capital markets
Conncctions between banks and firms

Structures for Coordination

1. Functional specialization and homogeneity
Low sclf-sufficiency
Low diversification of activities and markets
Common training and experiences
Market share goals
Reduced coordination costs
Permeability of legal/financial boundaries

2. Industry commitment to subcontractors, suppliers, and customers
Long-term mutual dependence relations with
subcontractors
Risk sharing within scctor
Information and innovation sharing with subcontractors

3. Intermarket networks
Long-term mucual support groups across sectors
Preferential access to capital, macerials, and customers
Risk sharing across scctors
Information sharing
Joint ventures

4. Intersector coordination and planning
Central coordination of activities and policies
Preferential access to credic and suppliers
Parameter manipulation
Field augmentation
Risk reduction

5. Authority principles and scructures
Personal or legal-rational
Ownership and control relationships
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Centralizarion of decision making
Dyadic, diffuse authority relations
Formalization of rules and procedures

6. Employer-employee commitment
Long-term membership of organization
Seniority-based promotion
Extensive firm-based training
Enterprise unions
Enterprise loyalty and identity
Limited differences in rewards between strata
Rigidity of employment boundaries

7. Roles and responsibilitizs
Specificity and separation of individual posts
Internal mobility and flexibilicy
Collective performance standards and reward system
Facilitative managerial role

Types of Enterprise Structure

155

Korean Chinese U.S.
Japanese Patrinonial Family Diversified
Characteristic Clan Bureaucracy Business Corporation
Specialization High Medium High Low
Industry High Medium Medium Low
commitment
Intermarket High Low High Low
nerworks
Intersector Medium High Low Low
coordination
Personal Low High High Low
authority
Employment commitment High Medium Medium Low
and enterprise solidarity
Division of labor Low Low Low High

and responsibility
berween individuals
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Differences in Societal Contexts

United
Characteristic Japan Korea Taiwan  Hong Kong States
Personal auchority Low High High High Low
Formal trust Medium Low Low Low High
Nonkinship collective High Low Low Low Medium
loyalty
Certified skills and Low Low Low Medium High
market-based wages
Developmental state High High High Low Low
State management Medium High Medium Low Low
Financial integration High High Medium Medium Low



Richard Whitley

9

The Revival of Small Business
in Europe

The analysis of relations between cultural and economic phenomena
has relied on many different concepts and frameworks, which are rarely
integrated, especially in the literature on cross-cultural management. !
Sometimes ‘“‘culture’ seems to be invoked as a dews ex machina that
accounts for large-scale economic transformations, as in some accounts
of the newly industrialized East Asian countries, and sometimes it is
rec'red to aggregated responses to attitudinal questionnaires, as in
mai - nternational surveys.? In accounting for variations in entrepre-
neurship, culture is often construed in terms of dominant values and
beliefs that either encourage or inhibit risk-taking behavior. The
empbhasis here is on personal and collective values that legitimate and
direct energies toward individual material goals or, contrarily, toward
other activities.? This focus on individual and family priorities often
ignores broader social structural incentives and barriers to new firm
formation and economic development, such as those by C. Johnson?
and orhers in discussing East Asian industrialization.’

Common values and beliefs, however, need to be integrated with
other social institutions if we are to account adequately for economic
change and variation, since personal preferences are organized through
institutional frameworks in particular ways. Variations in these frame-
works generate different results frorn the same predispositions, as the
contrast of the overseas Chinese with rhose in China shows.¢ Considera-
tion of the relations between culture and entrepreneurship in Europe,
then, requires analysis of the institutional frameworks through which
economic motivations and values are expressed and realized.
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In addition to ““culture” being understood in a wide variety of ways,
the literature on entrepreneurship also reveals a considerable range
of concepts and wages. In particular, the extent to which entrepreneurs
are regarded as innovators varies greatly, with the followers of
Schumpeter emphasizing the radical and discontinuous nature of
entrepreneurial activities and others focusing more on their risky nature
and the exploitation of uncertainty.” Most empirical analyses, however,
equate entrepreneurial activity with new-firm formation, even though
it is obvious that existing firms pursuing high-growth policies under-
take considerable risk and often introduce major changes to markets.
Certainly it is these fasc-growing firms that scem to provide the bulk
of new jobs in the small- and medium-sized enterprise sector.®

Because most of the research on entreprencurship in Europe over
the past fifteen or so years has concentrated on small-firm develop-
ment and management, [ shall focus here on variations and changes
in the significance of small businesses in different European countties
and regions without specifying their particular entrepreneurial qualities.
Similarly, since explanations for these variations cover a wide variety
of factors, and since institutional environments are clearly important,
[ shall interpret “culture” broadly and not restrice the discussion to
personal values and beliefs. Thus, it is the relations between new firm
formation, small business management and the wider societal contexe
across Europe which are the central focus of this paper.

The analysis of the small-tirm sector in Western European econ-
omies is bedeviled with a variety of definitions and indicators across
nation states, time periods, and individual researchers. Additionally,
the significance of recent changes in the size of the small-firm sector
in many European countries is controversial. Some view the growth
of small firms and sel{-employment in the 1980s as a short-term
response to large-scale unemployment and large-firm restructuring:?
others regard it as the product of a longer-teem shift in economic struc-
ture chat will have positive benefits.!® However, there does seem to
be broad agreement tha, first, the decline in small-firm employment
in manufacturing, which has been a marked feature of most European
countries since the 1940s, has been reversed since the mid-1970s, and,
second, that there are major regional differences in the rate of new-
firm formation and in the types of new small businesses that have been
established.!! These regional variations have led to a number of studies
of the particular characteristics of different regions that are correlated
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with varying levels of new-firm formation, to attempt to formulate
aggregative indexes of regional entrepreneurship and analyses of the
ateractiveness of different regions for small businesses.!?

The policy orientation of many studies, however, has led them to
concentrate on the sorts of factors that could be influenced by govern-
ment actions, so that the social processes by which such factors affect
small-business groweh are not always systematically analyzed. General
correlations of rates of new-tirm formation with rather wd hoc lists of
sociocconomic variables need to be supplemented by more systematic
accounts of the factors responsible for particular patterns of groweh
of particular kinds of small firms in particular socioeconomic contexts.
Accordingly, after summarizing che statistical evidence about small-
business revival in Europe and some general economic explanations
of it, I shall discuss the reasons that have been put forward to explain
regional and national variations, and consider some of the different
types of small-firm growth that have been identified and the contexcual
features that seem to have been influential. These types can be compared
in terms of their market scope, dependence, novelty, and level of
industry expertise required—dimensions that help to highlight their
differences and the particular processes that generated them.

The Statistical Evidence of Small-Business Growth
in Europe

Statistical analysis cf changes in small-business significance within coun-
tries, and of variations between countries, is fraughe with problems,
especially in the case of very small firms and the sclf-employed. As
well as changing legal definitions and registration requirements, the
nature of the small firm varies berween industrial sectors and is defined
in different ways by different nation states.!? Additionally, in some
countries, small “craft’’ businesses employing under fifteen people are
separately classificd and so omitted from some statistics. Because of
these difficultics and the greater availability of statistics for the manufac-
turing sector, where size is usually measured by number of employees,
most international comparisons focus on the importance of small- and
medium-sized enterprises (SMEs) in this sector, although manufacturing
typically covers only 10 percent of all small businesses in a country.
For four European countries, though, the OECD has summarized the
changes in the proportion of total employment found in firms of under
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twenty employees and those having over five hundred employees in
selected years from 1972 to 1983.1 As Table 9.1 shows, the figures
suggest that the significance of small businesses has grown in Belgium
and France, remained static in the Netherlands, and declined in
Sweden.!® Overall, small firms are more important in Belgium and
the Netherlands than in France and Sweden.

In the manufacturing sector, figures for nine European countries
show an increase in small-firm employment in Austria, Denmark, and
France; Belgium, Finland, the Netherlands, and Sweden show relatively
little change; and Luxembourg shows a slighe decline. If we consider
firms with up to one hundred employees in manufacturing industries
to be “'small,”” then most European Community (EC) countries, except
for the Necherlands, Belgium, Portugal, and Greece, have increased
the proportion of employment in this category. But, again, the percen-
tage increases are not very large, except for the United Kingdom, which
changed the basis of calculation in 1979 (Table 9.2).'6 In certain
industries, however, the proportion of employment in small firms did
increase substantially. In Sweden between 1969 and 1979, for instance,

Table 9.1

Percentage of Total Employment in Small and Large Enuropean Enterprises,
1972-1983

Country Firm size 1972 1973 1975 1980 1981 1983

Belgium 1-19 20.6 21.9 238 24.3 25.0
500 + 34,9 34.1 33.2 32.8 32.6
France 1-19 15.2 17.8 18.5 19.7
500 + 53.5 41.3 40.4 39.2
Netherlands 1-19 25.5 24.6
500 +
Sweden® 1-19 17.4 17.6 15.5 15.9 15.6
500 + 53.2 54.6 59.6 59.1 58.6

a. Includes public-sector enterpruses.
SOURCE: Author



Table 9.2

Percentage of Manufacturing Employment in European Community Enterprises with Fewer than 100 Employees, 1970-1984

Councry 1970 1971 1973 1977 1978 1980 1981 1983 1984

Belgium 28.1 28.2 28.6 28.9

Denmark 31.3 34.3 34.0 33.0 343 35.1

France 23.6 24.7 258 26.7 27.7

West Germany® 12.5 15.9 15.4 16.0

Greece 47.8 39.3

Ireland 36.6 38.1 l-&\\
Iraly 53.1 59.0 o .
Luxembourg 18.0 17.9 18.5 19.2

Netherlands 34.9 34.8 34.7

Portugal 46.0 42.6 43.8

Spain 56.4 57.6 57.8

United Kingdom 15.5 15.3 17.1 17.3 18.8 20.3 22.0

a. Extluding those employing feuer than 20 peaple.
SOURCE: Awthor
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share of the labor force employed in small firms rose from 27.6 to
33.5 percent in mining and from 61.6 to 68.3 percent in textiles, largely
because large firms reduced their labor force at a faster rate in reces-
sion than did smaller ones.!?

This dominant role of large-firm labor shedding in the growing
share of SME employment is a more general phenomenon (Table 9.3).18
In most EC countries the SMEs in manufacturing did not actually
increase the number of people they employed in the 1970s and early
1980s. Rather, the rate at which they reduced their labor force
was lower than that of large firms. This was especially true of the
United Kingdom and West Germany, whete large firms reduced
their employment by 36 and 23 percent, respectively. Much of the
recent proportionate growth in employment in the small-business
sector in manufacturing in Europe, then, is due to large firms res-
ponding to economic recession by reducing their labor force at a
faster rate than SMEs.

Nonetheless, when compared with the steady decline of the small-
business sector in European countries since 1950, this increasing
significance of SME employment since the early 1970s is noteworthy,
particularly when combined with the increase in new business registra-
tions in some countries. In Britain, the number of businesses registered
for Value Added Tax (VAT) has risen consistently since 1974, with
new registrations growing particularly in the 1980s. The largest
increases in the number of businesses occurred in the “other services”
category—mostly in business services—which grew by 79 percent
between 1980 and 1988, and in property, financial, and professional
services (62.3 percent).'? The construction, production, wholesaling,
and transport industries also grew in the number of VAT-registered
businesses. Of course, not all these registrations refer to new firms
since some are subsidiaries or associated companies of existing firms
and some simply reflect turnover growth that has pushed them over
the VAT-registration threshold.20

A similar rate of growth in new business registrations in the 1980s
in West Germany is discussed by C. Hull in his review of a number
of studies of job generation by SMEs.2! Between 1979 and 1984 the
number of new registrations there rose from 156,000 to 298,000,
although the exit, or “‘death,” rate also rose from 138,000 to 254,000
over the same period, so the total rose by only 16.7 percent. However,
since all changes of ownership have to be registered in Germany,



Table 9.3

Changes in Manufacturing Employnient by Firm Size in European Community Countries

Country Period Firm Base year Final year Absolute Percentage
size employment employment change change
(000) (000) (000)

Belgium 1978-1983 SME? 267.9 228.7 -39.2 -14.6

La.gse 548.1 446.9 -81.2 ~14.8
Denmark 1970-1982 SME 156.9 142.7 -14.2 -9.1

Large 261.7 215.8 -45.9 -17.5
France 1980-1984 SME 2,978.3 2,787.8 -199.5 -6.7

Large 3,781.2 3,171.4 -609.8 -16.1
West Germany 1971-1985 20-99 1,049.6 1,073.5 +239 +2.3 ~

Large 7,246.9 5.635.6 -1,711.3 -23.3 o~
Ireland 1973-1980 SME 79.6 92.3 +12.7 +160 N\

Large 138.0 150.2 +12.2 +8.8 '
Iealy 1971-1981 SME 2,713.0 3,379.6 +666.6 +24.6

Large 2,422 4 2,368.5 -53.9 -2.2
Netherla=2, 1960-1980 SME 524.0 389.0 -125.0 -24.2

Large 751.0 641.0 -110.0 -14.6
United Kingdom 1971-1982 SME 1,159.0 1,078.0 -80.9 ~7.0

Large 6,299.8 4,040.9 -2,258.0 -35.9

a. SME refers 10 firms employing fewer than 100 Dpeople.

SOURCE: Author
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many of these "“births” are simply the result of takeovers. On the basis
of other studies, Hull considers these to form about a quarter of the new
registrations, although in the hotel and restaurant sector the share rises to
over half. Overall, he suggests that recent changes in the proportion of
small-firm employment in West Germany may be more a result of cyclical
processes than of major changes in economic structures. Similar rates of
growth in new-firm formation were found by Egbert Wever in the
Netherlands between 1970 and 198022 and also occurred in other Euro-
pean countries in the late 1970s and early 1980s, although there were
strong regional variations within countries (which I will discuss later).

In summary, then, the past fifteen or so yeurs have seen an increase
in the rate of new-firm formation in many European countries, although
this has been more marked in some than in others and has not been
a steady growth in all sectors. Although small businesses have not grown
as significantly as is cliimed by some enthusiasts—and there is
considerable variation in this between countries and regions—the
postwar decline of SMEs appears to have been reversed and more new
businesses have been registered in the past ten years than in previous
decades. This increase in the rate of new-firm formation has not,
though, led to a major shift in employment away from large enter-
prises toward small firms because most of the new businesses are in
the service sector and employ fewer people than do manufacturing
firms; their failure rate is higher than that of large firms so that the
overall number ~f firms has increased at a lower rate than that of
new firrns' and some new firms displace existing ones, especially in
declining industries and regions, so that the net effect on employment
is neutral or negative, 23

Economic Change and Small-Business Growth
in Europe

As explanations for the reversal of the decline of the small-business
sector in many Western European countries and the growth of new
firms, a number of macroeconomic factors have been suggested,
together with the changes in the structure and policies of large firms
induced by these factors. Although authors differ in the importance
they attribute to these, and there are few, if any, statistics that could
be used for quantitative resolution of these debates, five major changes
are commonly cited for the increasing importance of small businesses:
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First, the decline of manufacturing employment and the growth of the
service sector, second, the rise in unemployment since the early 1970s,
third, income growth in the 1960s and 1970s leading to changing
market structures for consumer goods, fourth, technological changes
reducing the minimum efficient size of plants, and fifth, a move by
many large firms to “disintegrate’ their activities and rely on subcon-
tractors to a greater extent.

Growth of the Service Sector
One of the most striking features of industrial societies in the postwar
period has been the growth of service-sector employment relative to
manufacturing, although part of this movement reflects the separa-
tion and “disintegration’ of some service functions from manufac-
turing firms.2* In particular, the increase in white-collar s:rvice
occupations has been especially marked over the past three decades,
both in the public and private sectors.2’ Since the service sector is
more dominated by small firms than is manufacturing, this shift should
have led to the growth of employment in small firms. For example,
enterprises employing fewer than twenty people in the scivice sector
in France accounted for 41.8 percent of all emplovees in that sector
in 1986, whereas they accounted for only 18.8 percent in the manu-
facturing sector in 1980. Similar figures for the Netherlands were 35.9
and 10.7 percent in 1980, and for Belgium 33.8 and 12.1 percent.26
Although this shift has had some impact on overall firm size, it
has not been as marked as might be expected and, in parucular, has
not led to a steady increase in the employment significance of small
businesses since 1950.27 This may be partly due to the emergence of
large service firms in retailing, financial services, and the like in some
countries, and therefore presumably some economies of scale in some
parts of the service sector. Furthermore, the growth of the service sector
obviously does not explain the growing significance of SMEs in the
manufacruring sector in many countries.

Unemployment

The rise of unemployment in many EEC countries over the past ten
to fifteen years has been seen as an important cause of the growth
of small businesses in two ways.?® First, it functions as a displacement
factor, pushing people into considering self-employment for the firs
time, both by making them redundant and by reducing promotion
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prospects and the overall attractiveness of employment relative to setting
up in business for oneself.? The significance of this can be seen in
the study by Weitzel (cited by Hull®) in West Germany, which suggests
that the proportion of businesses started by people who were unem-
ployed or judged their previous employment to be insecure rose from
41 percentin 1981 to 61 percent in 1983 duringa period of consider-
able increase in unemployment. Second, recession can increase business
opportunities by increasing the supply of cheap second-hand equip-
ment and making available market niches for new flexible, specialized
firms with lower overhead costs than large enterprises. However, it
should be noted that while unemployment may increase the potential
supply of entrepreneurs it need not always increase the small-business
share of employment, since new firms may simply displace existing
ones by undercutting them, especially where markets are relatively
limited and local.

The evidence for “'recession-push’” explanations of growth in small
businesses is rather mixed. Whereas the high rate of increase in self-
employment in the United Kingdom between 1979 and 1983 does
seem attributable to the massive increase in unemployment during that
period, and some studies of firms' founders have discovered close links
between increases in unemployment and firm foundation rate in some
regions, 3! others have found eicher lictle direct relacion between these
rates or a negative relationship.?2 These differences highlight the need
to distinguish between different types of new-firm formation and the
different contexts in which they appear, as well as the importance of
considering perceptions of future employment prospects in addition
to actual unemployment. Decisions to start a window-cleaning or
car-repair business in a declining region are clearly different from
those to set up a technologically innovative manufacturing firm in ap
cconomically booming region, and responses to unemployment differ
considerably between different regions in the same country.?? Thus,
severe recession is a significant factor in the growth of new-firm
formation, especially self-employment, in some of the industrialized
regions of northern Europe, but it is by no means the only one.

Income Growth and Market Change

The third macroeconomic factor adduced as an explanation for the
rise of small businesses involves changes in markets rather than the
supply of entreprencurs. The overall growth in disposable income in



Whidey  The Revival of Small Business in Europe 167

the industrialized world in the 1960s and 1970s, it is suggested,** has
led to a shift in demand patterns away from mass-produced, stan-
dardized goods toward more varied and customized commodities
that can be efficiently produced by small-scale producers. Flexible,
specialized small firms can outcompete large enterprises in these grow-
ing markets and so their significance has increased. This growth in
demand for specialized goods and services—-although not necessarily
a mechanical outcome of income growth—has certainly assisted the
growth of the “industrial districts” model of firm organization in north-
central Italy,*> and probably also the increase in personal and other
services firms. High-quality “craft’” ourputs are clearly eucouraged by
an increase in the demand for special goods and services and these
are often supplied by small firms, particularly where an appropriate
form of business organization can be established. The degree to which
this change in market demand is responsible for the increase in new-
firm formation in many Eutopean countries is difficult to establish,
however, and the precise causal processes are not at all obvious.36

Technical Change

The microelectronic revolution and other developments in produc-
tion technologies over the past few decades have both reduced barriers
to entry in some manufacturing industries, by enabling smaller plants
to be as efficient as large ones, and increased the flexibility of machinery.
Coupled with the growth of market demand for specialized products,
and hence the importance of flexible responses to changes in customer
needs, these technical changes facilitated the growth of small firms by
improving their adaptive abilities. Both in sectors where technological
innovation is a significant competitive advantage, and in more tradi-
tional ones where new technologies can enhance flexibility, the small
firm can capitalize on its inherent advanrages of quick response to
market change and ability to produce high-quality, nonstandard outputs
to compete effectively with large firms relying on economies of scale
to reduce costs.?’

The development of relatively cheap electronic control systems
has cercainly reduced the minimum efficient size of plant in many
industries and so facilitated small-firm entry to them. As M. J. Piore
and C. F. Sabel point out, however, some large firms in the steel and
chemical industries have also taken advantage of these developments
to increase their flexibility.*® Increased flexibility is not an exclusive
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property of SMEs and technical change per se cannot be guaranteed
to increase the economic significance of small firms. To be effective
in enhancing their competitiveness, it has to be integrated with changes
in markets and in organizarional forms such as the “industrial district”
model.? Additionally, many of these technological devclopments
occurred after the reversal of large-firm growth in the 1970s.40

Large-Firm Fragmentation
Finally, the resurgence of small firms has been actributed to the changing
strategies of large enterprises, especially in the United Kingdom. 4! In
addition to labor shedding on a large scale in the late 1970s and early
1980s, many large firms responded to the increasing uncertainties of
market demand, technical innovation, and labor markets by disinte-
grating their operations and subcontracting, licensing, or franchising
many activities.?? Although this trend has encouraged the growth of
small firms in complementary but distinct activities,** J. Shutt and
R. Whittington suggest that these should more properly be regarded
as dependent subcontractors rather than genuinely independent
enterprises, in the same way that the growing strengeh of the unions
in Iraly encouraged Fiat to set up nonunionized, quasi-independent
component companies in the 1970s, 4

The extent to which large-firm fragmentation has been respon-
sible for the increase in new-firm formation in the 1980s in the
United Kingdom is a matter of some debate. Although there seems
little doubt that many large manufaceuring firms have increased their
reliance on subcontractors and that the overall level of concentration
in this sector has declined since the mid-1970s, the degree of disintegra-
tion does not appear large cnough to account for the rise in firm births
since 1979. Furthermore, the degree of dependence on a single large
customer varies considerably between small businesses. For instance,
only 17 percent of new East Anglian manufacturing firms in 1983
reported a high level of such dependence.® The nuajority of new-firm
founders, in addition, tend to come from SMEs rather than from large
firms, and most regional studies conclude that districts with a large
number of SMEs are more likely to generate new businesses than those
dominated by a single large employer.6 Although the changing policies
of large firms have increased the number of small firms, and many
of these are undoubtedly closely linked to large-firm customers, it seems
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improbable that fragmentation strategies alone could account for a
large proportion of new-business starts.

This brief survey of the major economic changes that have been
adduced as possible explanations for the growth of small firms in
Europe emphasizes two points. First, many factors are interrelated
and cannot be considered in isolation. Second, there are substantial
variations between regions and countries in the kinds of new firms
established and in the processes that led to their establishment. With
regard o the interdependence of economic factors, both market change
and technical change are important in increasing the need for, and
providing the means of, flexibility in manufacturing and so providing
small firms with significant advantages. Similarly, economic recession
coupled with the growth of service occupations and the growth of the
demand for specialized non-standard services where capital require-
ments for new businesscs are low can be seen as encouraging specialist
employees to set up their own firms. Equally, recession and labor-
market inflexibility combine to encourage fragmentation strategies in
some countrics; these, in turn, increase new-firm formation. Clearly,
identifying discrete cconomic causes for variation in the growth of SMEs
is a difficuly, if not mistaken, task given the interconnections of many
contributing influences and the lack of detailed explanations suggesting
exactly how underlying processes account for specific changes.

Considering the second point, it is intuitively obvious that the
socioeconomic processes leading to the establishment of small, new
technology-based firms near Boston, Massachusetts, are different
from those leading to the growth of self-employment in depressed
industrial areas in northwestern Europe, and simple statistical
correlations or regression equations describing gencral relationships
are unlikely to reveal a great deal abour such variations. However,
a substantial amount of rescarch into spatial variations in the rate
of new-firm formation, and the significance of SMEs, has been under-
taken in different European countries and this has led to some
consideration of how varied institutional contexts do affect the sorts
of new businesses that become established, as well as changes in their
growth rates.?” Some of the major conclusions of this work will now
be discussed, before considering more general ways of analyzing
types of new-firm formation and their relationships with contextual
features in different situations.



170 THE CULTURE OF ENTREPRENEURSHIP

National and Regional Variations in Small-Business
Growth in Europe

The data presented in Table 9.2 suggest considerable national variation
in the employment significance of SMEs in manufacturing between
European countries. As mentioned earlier, though, cross-national
comparisons are fraught with difficulty because of variations in the unit
of analysis and coverage of businesses. The figures for West Germany,
for instance, only include firms employing more than twenty people
and so clearly underestimate the importance of SMEs there. Similar
problems arise in comparing rates of new-firm formation since the
British figures refer to VAT registrations but the German and Dutch
ones refer to all new business registrations, including changes of owner-
ship and name. Thus any detiled explanations of variation in the
importance of small firms and in entreprencurship, or in the rate of
new-firm formation across countries, relying entirely on national
statistics, may be limited in their validity and applicability.
Nonetheless, there seems to be general agreement thac che signifi-
cance of the small-firm sector in Britain is considerably less than chac
tn most other European countries, and that large firms dominate the
manufacturing sector to a greater extenc in Britain and West Germany
than elsewhere.*® Small firms appear to be especially significant in
Iraly, Spain, Portugal, and Greece, and also seem to provide over a
third of manufacturing employment in Denmark and the Netherlands,
These national differences suggest that one major factor in the
continued importance of small-business employment in the manufac-
turing sector is the significance of agricultural employment and pat-
tern of late industrialization. W. Korte suggests that the less-developed
rural and peripheral regions of the European Community are in general
characterized by overproportional shares of SMEs in labor-intensive
industries because they cannot suppore larger enterprises.>® There are,
however, important regional differences within these countries,
especially Italy, which highlight the need to distinguish between different
kinds of sraall businesses and their relations to their socioeconomic
environment.’! Additionally, the ways in which agriculture and other
primary industries are organized are important factors in explaining
variations in the significance of small businesses. Independent peasant
proprietors and share-croppers are more likely than agricultural
laborers to generate a thriving small-business sector.3? Sven llleris,
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for instance, suggests that the importance of small firms in rural
Denmark is related o the continued significance of the ‘self-
employment life mode” among tarmers, artisans, and fishermen there.3?
Economic independence in these areas is a dominant cultural ideal
that is exemplified by many members of the community. These small-
business owners function as role models and can provide information
and skills informally for those starting new businesses.

At the other end of the distribution, the relative insignificance of
the small firm in the British manufacturing industry is mirrored by
the dominant position of the largest firms, who produced over 40
percent of net cutput in the 1970s.31 Although the decline of SMEs
in Britain continued into the 1970s, most of it occurred in the 1950s
when concentration in manufacturing grew sharply. According to
S. J. Prais, this growth of large manufacturing firms in the United
Kingdom was assisted by the contemporaneous growth of financial
intermediaries, such as pension funds and insurance companies, and
their shifting of investment to industrial debentures and equities.
This change led to a massive shift of ownership of shares from indi-
viduals to financial institutions, which encouraged the formation of
large industrial enterprises because of these insticutions’ preference
for large firms’ shares to maintain liquidity and reduce their likelihood
of being locked in to ownership of a particular firm's shares. Risk-
reduction goals thus channeled funds to the largest firms.

As Prais points out, this separation of financial institutions from
individual industrial firms in the United Kingdom has not been evident
in continental European countries and the financial pressures to
amalgamate have been weaker chere.’¢ By 1972 the importance of firms
employing over 40,000 people in the manufacturing sector relative
to total manufacturing employment in the United Kingdom was twice
as great as that in most other European countries and, in the case of
Italy, three times as great.” An important component, then, of the
decline in employment significance of SMEs in Britain in the postwar
period relative to that elsewhere in Europe is the growth of the largest
manufacturing firms, encouraged by the growth of financial inter-
mediaries and their preferences for portfolio management rather than
industrial involvement.’®

The decline of the small firm in Britain has, however, been con-
tinuing for much of the present century, with the 93,000 establishments
employing ten or fewer people in 1930 reduced to 35,000 in 1968,39
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and appears to have been more marked than that in other European
countries, allowing for differences in large-firm growth.5° This condi-
tion may partly be due to the persistence of part-time rural industries
in France and other countries with substantial agriculcural employ-
ment, but it may also result from broader characteristics of British
society such as those discussed by John Child and his colleagues, by
G. Ingham, and by others.®! These concern the relatively low social
status of work in a manufacturing industry relative to chat in the higher
civil service, the financial services sector, and the established profes-
sions; the preference for “pure” science and the traditional humanities
over more practically oriented subjects and skills in the universities;
and the low status of the “self-made man™ in English culeure since
the late nineteenth cencury.

Although these features cannot be directly connected to new-firm
foundation rates or other indicators of entrepreneurship, they are likely
to encourage a preference for professional types of service employ-
ment in which prestigious, nontechnical, and diffuse competences
guarantec access to specialist “stafl " roles rather than direct manage-
ment of one’s own business. The recent decline of promotion oppor-
tunities and conditions of employment in the public-service sector and
many large private managerial burcaucracies in Britain may have
reversed this preference to some extent and, perhaps, led o an increase
in the rate of new-firm foundation in the more prosperous regions,62

Turning to consider regional variations in SME significance and
rates of new-firm formation, substantial differences exist in the impor-
tance and growth of small firms, and in the types of new businesses
that are established, in different locations. Four major kinds of Euro-
pean regions have been identified by economic geographers and others
as sites of disuncrive patterns of small-business activity.®® First, there
are the old industrial regions dominated by large firms in the same
or related industries such as iron and steel or shipbuilding. Examples
include much of northern England and Scotland, northeastern France,
and southern Belgium. In these regions small firms are not very
important sources of employment and the rate of new-firm formation
is relatively low. High races of labor shedding have not led to the
formation of many new businesses because of the combination of
depressed market condicions, traditional dependence on a small number
of large employers, and relatively low levels of education and managerial
expertise among the popularion.®* Where new firms have been started,
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they are often in different sectors where existing skills and knowledge
are of little use because of large minimum-efficient plant sizes in tradi-
tiona! industries and, if successful, they often displace existing ones.

In contrase, diversified growing metropolitan regions, especially
the suburbs and semiurban arcas on the outskirts of dominant cities,
manifest high rates of new-firm foundation in both manufacturing and
service sectors.®® Here the growth of market opportunitics, coupled
with high proportions of managerial and technical personnel, high levels
of education, easy access to startup capital through home ownership,
and the existence of a diverse range of induscries and firm sizes,
encourage new businesses,*® especially when employment prospects
in large firms appear less attractive than they once did. Many of these
are in the new service sectors where close links to clients are especially
important. As Pom Ganguly shows, the southeast of England generated
about half of all new VAT-registered firms in financial, professional,
and other services between 1980 and 1983, although containing only
30 percent of the country’s population.®’

Two types of rural regions have been distinguished by R. Aydalor,
P. Keeble and T. Kelly, and others.®® The firse are largely agricultural
arcas in ateractive parts of the country with at least one major city
with some manufacturing activities, where public and private service
facilities are of a high standard, and communications with the rest
of the country are good. In these regions sanufacturing activities in
the urban area are relatively diverse and decencralized among medium-
sized firms racher than in a few large plants. Such “sun-belt'" regions
have atcracted relutvely well-educated and rnanagerially experienced
immigrants from the metropolis and elecwhere who often set up new
businesses in new sectors, sometimes in association with staff at the
local universities. However, special.zed, craft-based fiems linked to
high-quality technical education facilities are also important and
provide "incubators’” for new firms.

The second type of rural region, the peripheral rural region with
no large arban focus, few substantial service facilities, and poor
transport connections, is characeerized by considerable unemployment
and underemployment, few manufacturing firms, high rates of emigra-
tion by many of the skilled and young people, and a largely artisanal
small-business sector serving local markets.® Limited growth, relatively
low educational levels and facilities, and the lack of managerial
experience and expertise limit new-firm formation in these regions,
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unless they become the focus of state-inspired investment activities
that encourage subcontracting on a significanc scale. This seems to
have happened in southern ltaly in the early 1970s, although it is not
clear how well this small-firm growth will be sustained.”®

Some of the factors affecting these different rates of new-firm
formation and small-business vitality have been combined by
D.J. Storey into an index of regional entrepreneurship in Britain, but
as R. Whittington has pointed out, many of these interact and the
precise causal relations are not always clear.”! In his regression analysis
of these factors relating to the rate of new VAT registracions in different
U.K. regions, Whittington found that the best predictors were recent
changes in unemployment, the incidence of home ownership and,
negatively, the proportion of the labor force in manual occupations.
It 1s clear, however, that these connections do not hold in the same
way in other countries, and that they may change as circumstances
alter. New-firm formation in manufacturing industries in different
French regions, for example, was quite strongly negatively correlated
with average firm size in 1974 but this relationship had weakened
by 1983 because the nature of the regions exhibiting high rates of firm
creation in the earlier period had altered.”?

Three Configurations of New-Firm Formation

This sort of correlation analysis may be helpful in suggesting contributory
influences on new-firm formation rates in different areas, and in reject-
ing alternative factors, but it clearly cannot provide detailed explana-
tions of variations in these rates, nor can it identify the processes by
which broad background characteristics impinge upon them. This
requires more sustained analysis of particular cases or models that would
reveal the particular combination of underlying processes responsible
for them and the more general factors that appear to be significant
in different situations. These models constitute distinctive configura-
tions of new-firm formation generated by certain interdependent features
of their contexts. Three distinct models have recently been identified
by Storey and Johnson: the ltalian industrial district; Birmingham,
England; and Boston, Massachusetts.” The first has attracted the most
academic attention and required the development of novel forms of
combined economic and sociological explanations™ in a comparable
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manner to the institutional cross-cultural accounts of the successful
Chinese family business discussed by S. G. Redding in this volume.

Iralian industrial districes specialize in the production of high-quality
consumer and engincering goods for competitive national and inter-
national markets. The districts are composed of large numbers of small
firms, often with fewer than ten employees, who form extensive
networks of interdependence and reciprocal trust. Production is frag-
mented between these specialized small businesses, which continually
negotiate new contracts with a wide variety of buyers and suppliers
and so encourage high rates of flexibility and generate constant pressure
to reduce costs and improve quality.” Links with consumer markets
are provided by merchants in provincial cities who buy the finished
goods and suggest new designs and products. Economies of scale are
achieved by those businesses that create specialist niches in particular
production processes and have a considerable number of customers
for their specific output.

As A. Amin emphasizes, an essential element of exchange relations
in these industrial districes is their personal and direct nature.” They
are not impersonal market exchanges between anonymous partners
dealing wich standardized, fixed commodities, but rather negotiations
between personally known parties that cover design, materials,
technologies, prices, and delivery. Sharing of new ideas and business
information through the principle of reciprocal benefits ensures
rapid diffusion of best practices and market needs. The close geo-
graphical proximity of, and intensive family involvement in, these
small businesses facilitate information flow in a manner comparable
to that of Hong Kong.”’

Between 1971 and 1987 nearly all cthe growth in the number of
plants in northeastern and cencral Iraly came from those with fewer
than ten employees (81 percent), as did a third of the total growth
in employment.” The dominant role of small firms in this part of
lealy reflects the success of the industrial-districe model in both the
rraditional consumer-goods market and in newer engineering ones.
Increasingly, firms making advanced machinery for the ceramic, textile,
ind farm-machinery industrics, including industrial robots, have
secome an integral part of these induserial districts, thus making them
nore technologically self-sufficient.” The increasing and successful
1se of advanced technology in the smallest firms of this *'third Ialy”
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demonstrates their ability to develop and innovate and the general
viability of the industrial-district form of business organization.$0

The success of Italian industrial districts, especially in the 1970s,
has encouraged a number of studies of their origins and reasons
for their continued vitality, as well as discussions of their generali-
zability as a model of flexible specialization in manufacturing.8!
Explanations of their development in this part of Italy focus on the
particularly favorable combination of contextual features there. The
first of these was the dominant pattern of agricultural organization
in the late nineteenth and early twentieth centuries, which combined
sharecropping with the involvement of large extended families in
agricultural production and selling. Because landlords had a strong
interest in ensuring that their land produced the maximum possible,
they exerted considerable control over the size of the productive
unit, the family, and tried to match this to the size and type of farm.
This ensured that sharecroppers and, later, tenant farmers had to
manage the family labor fe-ce and the whole agricultural enterprise
producing cash crops in a way that the daily agriculeural laborer
did not. Large and complex family units thus dominate arcas where
this form of sharecropping was prevalent, whereas the nuclear family
is more characteristic of southern Iraly where waged agricultural
labor dominated. These large families are important elements in small
firms today, both as means of raising capital and as providers of
flexible, committed labor.

The second important feature of northeastern and central Traly is
the relative independence of the provincial cities and towns and their
significance as local centers of trade, commerce, and finance. They
served as the coordinating foci for agricultural trade, connecting the
farms to the wider national markets, and often were the loci of exten-
sive ardsanal and later factory production. Many of the new industrial
entrepreneurs of the 1960s and 1970s started as waders and the
patterns of interdependence and trust between producers and merchants
that developed over many centuries have been transferred o newer
industrial activities. It is important to note in this context that indus-
trialization in chis part of Italy was a relatively slow process until the
1950s and 1960s, and it has not resulted in widespread geographical
mobility. Thus, carlier patterns of social organization and control have
survived and conditioned the development of new economic activities.
This situation can be contrasted with the more rapid industrialization
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of northwestern ltaly, where large firms and plants dominate and many
workers have migrated from the south.

Large plants have been prominent in parts of the “‘third Italy” as
well, but not dominant over a long period, and they often were branches
of major firms centered elsewhere. These factories have been seen as
a third important ingredient of the industrial districts because they
provided somc training in mechanical and other skills. In some cases
their closure resulted in workers taking over plants and running them
as cooperatives. The essential point here is that the institutional
context of such closures encouraged skilled workers to establish their
own businesses instead of searching for employment elsewhere, as
has occurred in other European regions. Thus, the new skills were
not lost to the area.

Finally, most writers emphasize the important role of local technical
schools in producing skilled workers and technicians and developing
new skills. These schools were established in the early cwentieth century
in most towns and have been important ctraining institutions for
the local communities. Allied to this feature is the positive and
supportive role of local links and governments. Both financial and
political institutions are committed to local economic growth through
SMEs in these arcas, and appear to be well-integrated into local
networks.#? Linda Weiss has also suggested that the national govern-
ment has played a major role in stimulating small-business owner-
ship in Iraly, but this does not account for the particular prevalence
of small firms in this part of the country.®® In general, it is the
widespread diffusion of managerial, t | nical, and commercial com-
petences throughout these local communides-—and not just among a
narrow stratum—that seems to be a key feature of their success. As
S. Brusco points out, about one in ten of the economically active
population in Emilia-Romagna is self-employed or running a small
business so that virtually everyone has direct experience of the associ-
ated problems and procedures for dealing with them.#4 This broad
diffusion of knowledge and skills together with established networks
of trust and reciprocity have created and reproduced a collective
capacity for efficiency, flexibility, and innovation that is very
competitive, in a manner comparable to business networks in Hong
Kong.® It is this collective capacity of industrial districts as a system
of organization that makes them effective, rather than particular features
of individual businesses.
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The second model of small-business growth suggested by Storey
2nd Johnson is typified by the city of Birmingham in Britain. This
type of model is also found in parts of Belgium, France, Italy, and
Germany, but is most ncticeable in the traditional manufacturing
regions of the United Kingdom because of the sharp decline in large-
firm employment there. Essentially, Storey and Johnson suggest that
in such regions of economic decline sraall-firm growth is more an
expression of industrial restructuring than of dynamic resurrection.
The withdrawal of many large firms from unprofitable markets and
the increasing reliance on subcontracting for many components and
services—although this has not gone as far as some suggest®¢—have
both created opportunities for new businesses and pushed some former
employees into considering self-employment for the first time. Because
this restructuring has affected managerial and technical employees to
a greater extent than before, the potential supply of knowledgeable
entrepreneurs is greater, The birthrate of new firms is therefore likely
to be greater than in more depressed regions dominated by large
branch plants where the proportion of highly educated managerial and
technical staff is lower. The limited overall impact of this sort of small-
firm growth is exemplified by the low rate of adoption of new
technologies and the predominant dependence on local markets racher
than national or international ones, in strong contrast to the Italian
industrial districts. It is more a matter of reducing average wage
costs and increasing labor flexibility than leading to an industrial
renaissance.b” Many of the new firms replace existing ones rather than
forming the foundation for new economic activity.

The third type of small-firm growth is typified by that found in
Boston. 1. is also found in parts of Europe, such as in the Munich
area and around Cambridge and other parts of southeast England,
but to a much more limited extent. It reflects the growth of new
technology-based firms in the Boston area since the mid-1970s, which
in turn boosted the growth of service businesses. These high-technology
firms are closely linked to the concentration of higher-cducation
institutions in particular areas and, in the case of the United States,
high levels of state expenditure on military and space exploration
products and services. D. Keeble and T. Kelly note the importance
of universities, especially in Cambridge, Massachusetts, in explaining
the spatial concentration of new firnis in the computer electronics
industry as well as the high rate of new-firm founders coming from
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very small businesses.®® However, as G. P. Sweeney points out,8?
prominent science-based universities on their own are not sufficient
to generate large numbers of new technology-based firms.%® More
significant are a technological orientation and close links between
research universitics and firrns as well as considerable decision-making
autonomy in the industries and infrastructure of a region. Direct state
support of research-based small firms, or indirect support through
subsidies to aerospace companies, and encouragement of technological
innovation in small businesses also appear to be important factors
in new technology-based, small-firm groweh.

These three distinctive patterns of small-firm growrh, and their
dependence on different combinations of contextual features, emphasize
the need to distinguish between types of new-firm formation and their
contributory factors if we are to understand berter the reasons for varia-
tions in small-firm growth over geography and time. This, in turn,
requires the identification of th 2 key dimensions that differentiate new
firms so we can identify the distincrive processes involved in their
formation and development in particular circumstances. These dimen-
sions can be developed from the three distinctive configurations just
described, together with other accounts of different types of SMEs such
as those by S. Brusco, Rey Rothwell, and others.9!

New-Firm Formation and Types of Small Business

In his brief discussion of small firms in Italy, S. Brusco distinguishes
between the three main types—traditional artisan, subcontractor, and
members of industrial districts—in terms of their relaticns to their
markets.?? In particular he emphasizes two dimensions: the degree
to which they are dependent upon a single or small number of
customers and are only indirectly linked to the final market, and
the scope of the market—Ilocal, national, or international. While che
traditional artisan has a variety of customers, he is limited to a local
market. Subcontractors depend on a few large customers that tend
to be locally based. The industrial-district firm, as we have seen, is
not ‘ependent on a single large customer and often produces goods
for the international marker.

These market-based distinctions can be uscfully supplemented by
two others. First, there is the degree of novelty and innovation in-
volved in the product or service being provided or the processes by
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which they are produced. This is related to the degree of technical
uncertainty about products and processes and the extent of standard-
ization of outputs. It is also connected to the type of knowledge required
for new-firm formation-—in particular, to the reliance on systematic
research into materials and processes as contrasted with more craft-
based knowledge. Thus, Rothwell distinguishes between craditional
firms in long-established areas, such as garments and meralworking,
which make incremental quality and design improvements; niche-
strategy SMEs in the scientific instrument and specialist machinery
industries, which develop novel products and processes largely with
existing formal knowledge and developing craft skills; and new
technology-based firms (NTBF), which rely on new formal knowledge,
often self-generated.”?

Second, the degree to which specialized knowledge of the industry
and involvement in its business nctworks are required varies
considerably between types of small firms. Many personal and
lirusehold service activities, for instance, can be undertaken by the
setf-employed on their own without extensive industry knowledge.
On the other hand, firms offering specialist services to businesses or
those manufacturing complex products need considerable knowledge
of how their industry functions and of suppliers and customers. As
a result, new firms in these arcas are likely to spin off from existing
ones rather than develop from outside the industry. Generally, the more
industry and business specific knowledge and contacts are required,
the more new-firm formartion is dependent on current employers’ struc-
tures and practices, and the likely prospects for thar particular sector,
rather than more general societal processes.

The imporrance of these two dimensions lies in their implications
for risk/reward relations and entry barriers. Novelty and technical
uncertainty increase the risks associated with new-firm formarion bur,
equally, imply high rewards if technical and marker difficulties can
be overcome. They usually require considerable technical and business
knowledge and so restrict entry. More standardized products and
services are casier to provide and markets for them are more predict-
able but, by the same tken, competition is usually greater and entry
barriers are lower. Both risks and likely rewards, then, are lower.

The nced for high levels of industry and business knowledge and
contacts raises entry barriers and therefore limies he ability of out-
siders to move into an industry. Competition froni - ueside is thereby
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reduced but may still be high internally, as the example of the Iralian
industrial districts indicates. The more interdependent and specialized
such firms are, however, the more likely is such competition to be
tempered by cooperation and trust, as recipro ity and information
sharing are essential to efficient operacion. Individual-firm risk is thus
attenuated, but industry risk remains considerable. On the other hand,
the need for relatively low levels of sector knowledge and contacts
facilitates euery and so competition from new entrants is high, especially
when technical skills are low, as in much retailing and franchising,

Novelty and the need for considerable industry-specific knowledge
can be combined with market dependence and market scope to generate
sixteen possible kinds of small firm, alchough many of these combina-
tions scem unlikely. A high level of dependence on a single large
customer, for example, obviously restricts the scope of the marker for
a fitm’s outputs, at least in the short tern. Similarly, highly complex
and innovative goods and scrvices are unlikely to be produced by
independent small firms with few industry contacts or lictle industry
expertise. Such firms are also not likely to sell goods or services to
national and international markets because thar usually involves
networks of contacts and access to market knowledge. These exclu-
sions resule in eight major types of small business distinguished by
these four dimensions, listed in Table 9.4.

The traditional ardisanal and personal/houschold service firm
provides relacively standardized outpues direce to the final consumer
without relying on intermediaries or extensive networks. Market scope
and dependence are low. Examples of this type are the small shop-
keeper, machine repairer, and hairdresser. Encry barriers are low and
new-firm formation is highly influenced by changes in macroeconomic
conditions together with general social predispositions. Second, craft-
based services that rely on networks and require extensive knowledge
of the industry to produce the final product or service for a
predominancly local marker form a distince type of small firm
characteristic of the construction industry—the specialist craft business.
New-firm formation here is dependent on the organization and control
of skill production and cerrification as well as cconomic cycles and
the contracting practices of large firms.

Third, where products and services are highly dependent on direct,
personal contacts between their providers and consumers, so that
markets are essentially local, but are relatively novel and innovative—
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Table 9.4
Types of Small Business

Market scope: Low
Market dependence

Novelty and industry Low High
expertise/networks

Low innovation and Traditional artisan Franchisces
low industry Personal and houschold
expertise services

Low innovation and Construction Subcontracting
high industry Wholesaling component
expertise manufacturers

High innovation and New business services Subcontracring
industry business services
expertise and new technology-

based firms

Market scope: High
Market dependence: Low

Novelty
Industry expertise Low High
and networks
required
Low Unlikely Unlikely
High Italian industrial New technology~
district firms based firms

SOURCE: Author

such as some business services—small-business growth is clearly depend-
ent on the development of the requisite skills and on the inability of
large firms to meet the considerable demand for them. Often this
kind of firm is created by people who became frustrated as employees
of large firms or are unwilling to move geographically to further their
careers. Typically, they are not totally committed to small-business
ownership and are able to move back into employment if their firms
fail. Risks are therefore relatively low for this group, and new-firm
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formation depends on their perception of the relative accractiveness
of remaining with their current employer or establishing their own
business. In llleris’s terms, they exemplify the career-life mode.%
Where dependence on particular large firms is high, three furcher
types can be distinguished. The fourth type of small business consists
¢! franchisees who often have relatively limited technical and business
scills and provide a relatively standardized service for final consumers.
Fifth, the dependent subcontractor is part of a network of specialist
componeat manufacturers for final assembly plants. The growth
of borh of these types of small firms is cbviously highly dependent
on large firms’ policies and practices, as the example of Japan
demonstrates.?’ Because of the greater technical complexity of many
subcontracting businesses and their membership in industry networks,
barricrs to entry are greater than that of most franchisees. In general,
as J. Curran and J. Stzaworth point out, franchising is a relatively
low-risk means of starring one’s own business and is particularly likely
to be attractive to those lacking the confidence, information, and capital
needed to found an entirely new enterprise.? It is less likely to ateract
people who value independence above all else since it is essentially
a joint venture between franchisor and franchisee. The sixch type of
small firm is typified by the innovative business thac spins off from
a large firm on the basis of guaranteed orders and assistance for a
limited time. If it becomes successful it usually secks broader markets.9?
Small firms producing goods for national and international markets
are likely to be quite specialized and to require considerable industry
expertise and access to networks. Thus high market scope and low
market dependence tend to be associated with high levels of industry
knowledge and membership of trust networks. The major difference
between many firms in the Italian industrial districes and new
technology-based firms (NTBF) lies in the degree of innovation they
are committed to and their reliance on highly educated staff. Both
compete internationally and are not usually dependent on a single large
customer, at least nor after being successfully established for some time.
It seems unlikely that large numbers of these businesses will appear
in countries where strategic decision making is highly centralized wichin
industrial sectors and within state and financial institutions, such as
Britain. The high risks associated with NTBF are likely to inhibit new-
firm formartion unless the :tate or another large customer provides
some slack in procurement policies to encourage smali-business growth,
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or the state redirects substantial financial support toward small business
as in postwar Japan®® and lraly,?? or the local economy is sufficiently
buoyant to provide a variety of employment opportunities if the
new ventures fail. Both of these types of small business require high
levels of knowledge about whom to contact for advice, contracts,
and supplies. They are therefore likely to be relacively specific to
particular localities and greatly dependent on high levels of what
P. Bourdieu calls social and culeural capital, chac is, highly valued
competences and social status chat can be transformed into control
over resources.'v?

This point highlights the importance of the social distribution of
knowledge and access to networks of help, finance, advice, and
customers/supplier: for many kinds of small business. [n particular,
those requiring high levels ¢f «ducation, knowledge of markets,
products, and processes, and the capacity for mobilizing nerworks have
high entry barriers and depend on pereeptions of opportunities and
costs among those with considerable social and cultural capital. These
perceptions are, of course, considerably affected by the practices of
large firms and state agencies as well as the dominant prestige hierachy
of different kinds of employment and self-employment in a society.

Where market risks, at least in the short term are reduced by large-
firm contracts, new-firm formation is obviously facilitated, especially
if founders have considerable industry experience. Thus, Mike Savage
and his colleagues point to the rapid growth of small firms in pro-
ducer and consumer services in Berkshire, England, during the 1980s,
many of which are spin-offs from larger companies and have major
contracts with them.!®! They suggest that this reflects the development
of occupational and entrepreneurial careers among the highly technically
skilled staff of large firms, instead of organizational careers. Where
these skills are in high demand, and firms increasingly subcontract
such services, separate labor markets develop around them and mobility
between firms, and between employment and self-employment, grows.
If successful, such spin-offs naturally try to broaden their customer
base and become less dependent on a single client. In the case of
southeast England in the 1980s this tendency has probably been
encouraged by the growth of two-income households and the increas-
ing disparity of house prices between the regions, which restrict
geographical mobility and hence diminish the attractiveness of a
corpurate career that requires it.
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In the case of specialized, interdependent businesses providing more
traditional goods and services, the nature of the social and cultural
capital required is more specific and local. The extensive reliance on
networks of contractors in the Italian industrial districts, for example,
clearly excludes those from outside these districts and places a premium
on reputations for quality and efficiency among the members of the
neeworks. Although the basic technical skills may be generally available
from the technical schools, and are theoretically generalizable and
transferable, they require additional knowledge of how to apply and
develop them in the particular context of che industrial districe if they
are to be the basis for a successful business. This knowledge is, of
course, typically acquired by working there or from family experiences.
New-firm formation rates may, then, be high within these districts,
but entry from outside will be highly restricted.

Businesses in traditional sectors that do not rely on extensive
networks, or that depend on local contacts for local markers that
can be acquired in che industry ac relatively low levels, such as
construction, have low entry barriers and constitute the most common
type of new-firm formation. Traditional artisanal activities, small-
scale retailing, and franchising with low capital requirements are
examples of this kind of small business. High unemployment rates
push those with little cultural and social capical into these forms of
self-employment, especially where there are already many small
businesses. Racial discrimination also pushes many ethnic minorities
into self-employment, although the degree to which this happens and
the sector entered vary considerably between them. These variations
depend on the pattern of immigration in terms of levels of education,
prevous work experiences, and urban concentration, as well as family
structures and dominane values. 102

Generally, we would expect the “push’” factors encouraging small
business growth to have the most effect or. these kinds of firms because
they require relatively little knowledge and are not highly dependent
on the ability to mobilize networks of assistance and obligation. They
are also aceractive to groups seeking upward mobility in socieries and
communities where independent business ownership is valued highly,
especially when compared with working as a skilled employee. Thus
small-scale retailing and artisanal scif-employment remain atcractive
to many French people!®? and to others adhering to the life mode
of self-employment, especially in rural areas.'®* On the other hand,
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where substantial knowledge, skills, and contacts are required, the rate
of new-firm formartion is dependent on the social and geographical
distribution of such “capital,” the relative attractiveness of employ-
ment and career structures in large firms, and the existence of institu-
tional policies and practices for reducing technical and market uncer-
tainties associated with small businesses. In particular, the accessibiliey
and commitment of local financial and political institutions, together
with trustworchy sources of market informarion, seem crucial 103

Conclusion

This discussion suggests that the increasing significance of small
businesses in many European countries since the mid-1970s is as much
a resule of change in large firms' policies and practices as it is a conse-
quence of an upsurge in entreprencurship in Europe. Changes in the
cconomic, social, and technical environment have led ro a considerable
reduction in large-firm employment and a growth in subcontracting
in many industries. These changes have been especially marked in
Britain where new-firm formation rates have increased considerably
over the past fifteen years. Other general facrors encouraging small-
business growth have been the expansion of the business and personal
services sector, which usually has more small-business employment
than manufacturing; the growth of demand for high-quality, nonstan-
dardized consumer goods, which are often produced more efficiendy
by small- and medium-sized firms; as well as the development of new
production technologies that have reduced the relative economies of
scale achieved by large planes.

Variations between European countries in the significance of small
firms have been actributed to a variety of influences, ranging from
the growth of large financial institutions in Britain to the political
importance of small businesses in France and Iraly. Undoubtedly, a
major factor has been the much greater importance of agricultural work
in many southern European countries, especially its organization
around peasant proprictors. This trend has resuleed in the develop-
ment of rural and semirural industries wich many small firms of the
traditional artisanal type, and has also ensured that family scructures,
values, and actitudes associared wich self-employment have been
reproduced, as in the case of many Mediterranean immigrants to the
United Kingdom.'%¢ Artractive rural regions containing at least one
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major city with a number of different industries and not dominated
by large plants have also been associated with considerable small-
business growth, especially that generated by domestic immigrants.
In general, regional swdies have emphasized the importance of
industrial diversity, low pilant-coneentration rates, high levels of formal
educadion and training, and considerable managerial expertise with
access to capital through home ownership in generading high rates of
new-firm formation. Conversely, declining economic regions dominated
by a few large branch plants with licdde local subcontracting and low
levels of formal educadon and managerial expertise have displayed
low rates of sniall-business growth, ac least in northern Europe.
The success of the Tralian industrial districes emphasizes the impor-
tance of considering overall patterns of cconomic and social organiza-
tion in analyzing small-business growth. Correlational analysis alone
15 insutficient to explore the reasons for the expansion of this pardcular
form. Instead, pawerns of historical continuity and development,
particularly with respece to family structures and truse relacionships,
have combined with urban autonomy, local technical educational insti-
tutions, and particular trading reladionships to generate a highly flexible
and effective system of small-firm neeworks, which appears to constitute
a viable alternadive both to the large, diversified firm in Anglo-Saxon
societies and to the Japanese reliance on “relational concraceing.” 107
The signi'icance of this form of ecconomic organization lies not only
in its viabiliry and distinctiveness (as Becattini'®* and Bellandi'? both
point out, Marshall discussed industrial disericts many years ago), but
also in its development in a particular socioeconomic contexe and che
key role of interfirm networks. As a distinctive system of organizing
small businesses—or “business recipe’ ''—the ltalian industrial
districts highlight the importance of considering how small firms are
interconnected and the nature of the whole system, rather than simply
focusing on the growth of individual businesses. They also emphasize
the need o analyze the social processes ehrough which such business
recipes become established and successful in parcicular inscitutional
environments. This analysis involves going beyond the simple listing
of associated factors that appear to be correlated wich them and
formulating a model of the important generative mechanisms that
shaped them in particular ways in particular contingent circumstances.
This, in turn, requires a way of characterizing different kinds of small-
business growth, and ways in which small firms are organized, that
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facilitates the identification of such mechanisms and of the contingencies
affecting their operation. Distinctive patterns of new-firm formation
and small-business organization need to be distinguished as a
preliminary step toward such an analysis, using the kinds of marker,
output, and expertise dimensions that have been suggested here.
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The Rocky Road:
Entrepreneurship in the
Soviet Economy, 1986-1989

The USSR Mikhail Gorbachev inherited in late winter 1985 was a
state-socialist cconomy par excellence. While the Soviet model had been
modified, or incompletely implemented, in many of the East European
states, leaving some room for limited individual/private enterprise for
those who would choose to live and work outside the state sector, those
who did so in the USSR operated, in virtually all cases, outside the
law. Not for Moscow was the private farm sector of Poland or Poland’s
licensed small-scale shopkeepers, craftsmen, and the like. Not for
Moscow were the complicated leasing arrangements and other
legislation that had accommodated a whole range of entrepreneurial
activity in Hungary since the introduction of the New Economic
Mechanism in 1968.

Some Soviet economists had, over the years, suggested that
concessions to individual moonlighting (for example, taxi drivers,
repairmen) or small-scale collective enterprise (for examiple, leasing
of stute cafés and snack bars to families) would not damage socialism
and could only improve the woefully deficient service sector. Unuil
Gorbachev, however, these arguments had fallen on deaf ears. “Private
enterprise’ amounted to two things: the legal sale, by collective and
state farmers, of produce grown on their auxiliary privace plots at
market prices and the large, illegal, but loosely policed second economy
of moonlighting repairmen, builders, and so forth.

Gorbachev's perestroika, based on a grim diagnosis of the scace
and prospects of the Soviet economy if left unaltered, finally made
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some room, among its broad provisions, for whart the economists had
advocated. As carly as late 1985-carly 1986, however, generally positive
discussions of the coneribution some private enterprise might make
to the cconemy became mixed with a focus on eradicating various
forms of speculation and illegal activity that generated “unearned
income” —somewhat echoing the “crackdown on corruption’ policies
of the shortlived Andropov period. A Politburo session on March
27, 1986, addressed the bugbear of “uncarned income,” and Prarvda’s
repore of the meeting indicated that “plans call for the implementa-
tion of legal and other measures aimed ac eradicating uncarned income
from illegal operacions, theft, bribery, speculation, and unauthorized
use of state-owned transport, machines, and equipment for personal
profic.”"! This prose was not especially auspicious, it scemed, for those
who hoped the proenterprise and anticorruption themes could be
disentangled. Indeed, the first application came in a decree and
resolution in May 1986 against “deriving unearned income,”" which
led in the summer of 1986 to what one cconomist called a pogrom
against private hothouses, gardeners, and reedlots?—enterprises in the
farm scctor thar were generally legal. In recrospect, what looked like
andenterprise moves from the top probably reflected something more
complex—a combination of compromise on matters of real policy
conflict and, for the reformers ac feast, a “clearing of the decks™ for
proenterprise moves to come. This enabling legislation comprised a draft
law on cooperatives in October and a decree on individual labor activiey
in November.® Cooperatives were set in motion under che draft
legistation. At the local level, where licensing ook place, there was
evidence aplenty of burcaucratic resistance and reseriction, leaving the
central auchorities in the uncharacteristic posture of demanding legal
support for the rights of entreprencurs and reminding local authorities
that the enabling rules meant chat all business that was not specitically
prohibited was to be permiteed.

Given the new ineernal political aemosphere, the provisional qualicy
of the legishwion, and their noveley, fitting the cooperatives and
individual workers into the economy’s provisions was, and remains,
controversial. What sore of taxes would be paid by privace sector
enterprises and those who worked in them? Early guidelines, which
applied more or less through 1987-1988, aimed at encouraging the
cooperatives to go into business and to expand. “Corporate™ tax rates
were set at 2-5 percent of income for a starc-up two years, then at
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about 10 percent for succeeding years® Yet fears that cooperatives would
not take this cue to reinvest, but instead would pay out large wages to
their members and exacerbate social tensions, led to proposals to tax
the individual earnings of cooperative members once they rose above
300 rubles per month (roughly a bit more than twice the average state
sector wage), at a higher and more progressive rate than carnings of
state sector employees. Ie was proposed that the personal income tax
system, which had left many low carners off the rolls and had been pro-
gressive only up o a rate of 13 percent, tax private sector incomes of
1,500 rubles per month or more at a marginal rate of 90 pereent!®
Rejected by the Supreme Sovier in May 1988, this eventually gave way
to the draft law on income taxes of April 1989, which equalized rates
for state, cooperative, and individual earners and peaked ata 50 percent
marginal rate for those carning 1,500 rubles and over. To some degree,
this reduction represented a balancing of corporate and individual tax
concerns—in February 1989 new guidelines, which slighey raised taxes
on cooperatives” incomg, ac lease partially satistied the Finance Ministey's
concerns about the ke from che new forms of activity

The tax regulations supplemented and gave more concrete meaning
to the tinal law on cooperatives, enacted in mid-1988, some rventy
months after the drafe.® Thae law legitimated a racher bioad range
of rooperative activity, from restauranes and small-scale trade to
consulting businesses, production of consumer goods, and the like.
It came, however after a major expansion of cooperatives, which along
with the high real incomes of the cooperatives and their members—a
mark of the massive overhang of demand for goods and services—
had made for controversy. A resolution of late December 1988
restricted cooperatives room for maneuver in two ways. [n the words
of two rescarchers who follow the development of cooperatives closely,
the first article

established that cooperatives do not have the right to engage in certain
acuvities. Some of these activities, such as making weapons, munitions
and narcortics it scems sensible to prohibie. But the same article banned
a large number of medical activities which had become imporeant
in the cooperative seetor, such as obstetric services or treating patients
with infectioas discases or drug addiction, and also prohibited che
manufacture of wine and vodka and the right to publish. Hence, for
the first time, the state defined what areas of the cconomy it wanted
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to monopolize. The second article defined a number of areas in which
cooperatives could legally operate only when they were under contract
with state organizations. These include buying and processing
secondary materials and providing certain kinds of medical services
not otherwise banned.?

A more detailed examination of the December resolution indicates
a mixture of “‘normal’’ government concerns simply made explicit and
those, such as restrictions on publishing, that accord poorly with
reform.!'® The resolution, as well as the public moods to be discussed
later, underlines the continuing ambiguity of cooperatives and new
patterns of entrepreneurship in the Sovier economic, political, and
social context.

Growth

The rapid growth of the number of cooperatives, as well as the number
of full- and part-time workers in cooperatives and the number of
individual operarors, gives some indication of demand in three senses:
previously unmet consumer demand for the goods and services
provided by the private sector, demand for entreprencurs (the
emergence, under the new enabling laws, of would-be entrepreneurs),
and a ""demand’’ for the legal protection the new laws provide, under
which previously illegal operators can emerge and various holders of
large amounts of hidden rubles, much of it ill-gotten, lavader their
money as cooperative income.

The rapidity of the growth is shown in Table 10.1, which presents
a rough picture of the number of cooperative enterprises, the number
of full-time members and employees, and the total number of workers
in cooperatives, including part-timers and moonlighters.

Given the limits of statistics, it is unlikely that the picture presented
is compl.te or entirely accurate, but the trends it reflects are real enough.
Cooperatives grew very rapidly over a rather short but tumultuous
period in recent Soviet history. Full-time employment in cooperatives
effectively grew tenfold between the beginning and the end of 1988.
Estimates of the value of cooperative cutput, 350 million rubles in
1987, rose to 6 billion rubles in 19°8 and 12.9 billion for the first
half of 1989.'" The contribution of cooperatives to national income
was 0.1 percent in 1987, 1.0 in 1988, and an estimated 2-3 percent
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Table 10.1
Growth of Cooperatives in the Soviet Union, January 1987~July 1989

Full-time

Number of members and Total members

cooperatives employees and employees
Jan, 1, 1987 —_ 15,000 —
Oct. 10, 1987 8,000 — 88,000
Jan, 1, 1988 14,000 155,800 _—
Apr. 1, 1988 19,539 245,700 —
June 1, 1988 32,561 458,700
Oct. 1, 1988 — 777,000
Jan. 1, 1989 77,000 1,500,000
Apr. 1, 1989 100,000 — 1,951,000
Jul. 1, 1989 133,000 1,660,000 2,900,000

SOURCE: Carla Kruger, “Early Swallows of Transformation: Alternatite Property Forms in the Sotiet Union under Perestroiba”
(Deparsment of Politicel Science, Massachusess Institute of Technology, September 1989); Antbony Jones and William Moskoff,
“New Cooperatives in the USSR,” Problems of Communism 38, 6 Now.-De., 1989 2730,

in 1989, with the nearly 3 million people involved representing only
a small percentage of a labor force of around 130 million.!2? Part of
the growth is real and part is attributable to rising prices charged by
cooperatives; both are responses to a long-starved market and the
pressures of taxation politics discussed below. Nevertheless, some of
the growth must also be understood as a shift of enterprises, human
resources, and capital to the private sector, or the investment of
previously idle funds and unused time to take advantage of new
opportunities. As one close student of the cooperatives explains,

In 1988, cooperatives produced goods and services worth about six
billion rubles, as compared with only 350 million in 1987. Nearly
half of the total in 1988 was carned in the production of consumer
goods (1.5 billion rubles) and through the rendering of everyday serv-
ices (1.3 billion). Still, by the end of 1988, cooperatives contributed
only about 1 percent of rotal Soviet national income and 0.4 percent
of consumer goods output. Part of the reason chat cooperatives’ share
of total Soviet outpuc has grown as quickly as it has is because many
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cooperatives are not really new cnterprises but former state enter-
prises that have been taken over—either wholly or in part—on leasing
or on other arrangements by a cooperative collective (often a group
of employees of the former state enterprise). This practice became
especially popular in the last quarter of 1988, and it was responsible
for the creation of 37 percent of the total number of cooperatives
that year—a share that accounted for a staggering 57 percent of toral
cooperative output for the entire year. This is in part explained by
the fact that cooperatives that are attached to (prf) a state enterprise
tend to be larger and have easier access to equipment and inpurs
throagh the “sponsoring’ state enterprise or ministry, than do
totally independent cooperatives.!?

To these numbers can be added the smaller, but not inconsiderable
number of individual operators—rthose who function in individual labor
activity, largely in activities ranging from repair to photography and
independent taxi scrvice to the manufacture and sale of handicrafts.

Table 10.2
The Number of Individual Operators in the Soviet Union, May 1986-January 1989

May 1986 100,000
May 1987 80,000
Jan. 1, 1988 437,254
July 1, 1988 512,100
Oct. 1, 1988 627,603
Jan. 1, 1989 800,000

a. Numbers are approximate.
SOURCE: Ser Carla Kruger, “Eatly Swallows of Triuistormation: Alrernative Property Forms in the Soviet Union
under Perestroika™" (Departement of Political Science. Massachusests Institste of Technolegy, September 1989), 45.

As Table 10.2 shows, their number grew abour eightfold between
mid-1986, when the new enabling legislation was passed, and the
beginning of January 1989.

Vague constitutional provisions had offered backing for individual
operators before 1986. Nevertheless, the generally antiprivate climate
and the difficulties of detection and enforcement meant, and continues
to mean, that at the level of individual enterprise much remains
underground. Rather than pay taxes at special rates, individual
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operators typically pay a high fce for a patent (license) to operate—a
compromise that reflects, probably accurately, the state’s recognition
of the impossibility of keeping track of actual earnings. This fee,
however, plays a role in the decision of many operators to ply their
trades in a nonregistered legal limbo.

Some Sovier sovrces estimate that as many as 18 million people
are engaged in nonregistered activity of this sort, especially in the repair
of items ranging from shoes to appliances and cars to apartments. '
The value of such services may be as much as 35 percent of the value
of services provided by the state sector.!® In many ways, this is, of
course, a limired sector, as individual activity in a large economy
must be. Most of these activities are carried out by individuals who
individual shchiki (moonlight) while holding state sector jobs.

[t is in the larger-scale cooperative sector that the growth of
entrepreneurship can be expected to affect the economy in a new sense.
As we have seen, that growth has been impressive, but, even over the
shore period being discussed, different types of cooperatives have
experienced varying rates of growth. In 1988 public-catering coopera-
tives (essentially, cooperative restaurants and cafés) grew by 100 percent
and trade-procurement cooperatives (retailing) grew fourteenfold.!¢ In
1989, however, both these categories fell off dramatically—the number
of trade-procurement cooperatives grew by only 38.0 percent from
January 1 to June 30, while the number of public-catering coopera-
tives declined by 13.2 percent.!” In contrast, in the first half of 1989,
construction. design, and surveying cooperatives grew by 338.2 percent
and research and development cooperatives by 123.1 percent. Thus,
the slow growth categories of 1988 became the fast movers of January-
June 1989, and vice versa. Trade-procurement and public-catering
cooperatives may have reached, in many areas, a saturation level. Just
as likely, though, is a slowdown in growth due to public concerns over
speculation, price-gouging, and other perceived cooperative “abuses,”
as well as envy of the high incomes of the ““privatecrs.” The growth
areas, especially construction, design, and survey services, as well as
compurer-based research and development activity, do not involve
“street-level” retail contact with the public. The clients are mzinly state
organizations; contracts regulate a process that goes beyond individual
instances of selling and buying; the whole business is less public and
less controversial.

All in all, predictions of the further growth of the cooperative and
individual enterprise sector must, at the end of 1989, remain very
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conditional. The variety of meanings the term cogperative can take on—
from a truly new business to leasing arrangements that take, for
instance, an old state café or repair shop from the state to the
cooperative sector—further complicates projections. The likelihood
is that near-term growth will take place mainly in leasing arrangements
and start-up cooperatives that deal with institutions, enterprises, and
organizations rather than the public—in other words, a continuation
of 1989 patterns. In 1989 the reality and perceptions of the consumer
market and living standards in the USSR worsened. The essentially
middle-of-the-road conservative line taken by Gorbachev and then
Prime Minister Nikolai Ryzhkov on December 12-13, 1989, in
projecting plans for 1990-1992 showed a sensitivity to a public mood
that is increasingly hostile to cooperatives and what they seem to repre-
sent. Thus, the most publicly visible types of cooperatives are likely
to be under the greatest pressure and grow the least; pressure of this
sort will continue as long as Soviet citizens show a preference for
rationing by coupon over rationing by price.

Diversity and Regional Variation

Although the grewth of private enterprise has been impressive, it
has also been uneven. Entreprencurs find parts of the USSR more
fertile than others. The Baltic republics—Estonia, Latvia, and
Lithuania—with their Western heritage and memories of both political
independence and market economies, might be expected to generate
more cooperative and individual enterprises than Russia itself or
predominantly Moslem Central Asiza. Large cities are more likely to
breed entreprencurship than rural areas; single-industry towns (such
as mining areas and oil-drilling settlements) are more likely to produce
different patterns than more tradiiional, mixed settlements.

The evidence of varying degrees of development and intensity of
private activity is striking and runs in the direction expected. In the
Baltic, especially the Nordic/Protestant Estonian and Latvian republics,
entrepreneurship is relatively abundant. In October 1988, 94 out of
10,000 Estonians and 62 out of 10,000 Latvians worked in coopera-
tives. Southward and eastward, the situation was very different: in
the predominantly Moslem republics of Tadzhikistan, Azerbaidzhan,
and Turkmenia, the numbers were, respectively, 16, 15, and 10 per
10,000.'® Per capita cooperative output varied as well: the USSR-wide
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average was 21 rubles (presumably for all of 1988)—roughly equal
to a tenth of the average monthly state sector wage. Latvia and Estonia
markedly excceded the average, at 71 and 64 rubles, while Tadzhikistan
and Turkmenia were far below, at 7 and 6 rubles.!?

While such figures ignore the active underground econiomy in the
Moslem republics, a second economy in which Slavic settlers have
little part,2® underground economic activity is sympromatic of the
command-administrative economy in general. It is not, politically or
economically, a substitute for the rationalized, legalized opening of
such an economy to aboveground independent activity. And it does
not, over the long run, offer much to the growing numbers of Central
Asian youth, who can no longer be absorbed by the underground
economies of the region.

Tax policy varies as well—the February 1989 policy guidelines on
corporate taxation left republics free, within the limit of a 40 percent
ceiling, to set their own rates ard vary them by type of cooperative
enterprise and so forch.2! Later 1989 legislation eroded the ceiling,
however, and left republics with options to tax revenues at a higher
rate.2? These options have been exercised, producing a somewhat
bewildering variecy of business climates across the USSR. Given that
authorities are accustomed to the existence of legal (if small-scale)
private agricultural production through the private subsidiary plots
of collective and state farmers, cooperatives hewing close to agriculture
seem less unusual and their taxes are relatively low: in Azerbaidzhan,
3 percent on livestock products and 10 percent on crops; and in
Belorussia, a flat 5 percent on income from agricultural output.?3

In the Russian republic, agricultural cooperatives are raxed at a
10 percent rate; goods production at 30-50 percent; scientific-teck:nical
cooperatives at 35-40 percent. Public-catering cooperatives are
subject to a 40-50 percent rate, while what must be seen as true
middlemen, those trading and purchasing at cooperatives, are taxed
at 60 percent.?* In the Central Asian Kirgiz republic, these middlemen
are taxed at a rate of 80 percent,

These differences index varying degrees of state discomfort with
anticipated profits and varying degrees of distance from traditional
Soviet or Marxian notions of “‘productive” activities. Food and goods
production is production. Restaurants offering roughly what is on their
menus, a pleasant atmosphere, and good service (things absent from
most state restaurants) are not, somehow, really productive—much
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less so those that buy and sell goods, even though the state has never
contrived to run an adequate retail sector.

The exception is the Baltic. In Latvia cooperatives are taxed at 10-15
percent; in Estonia, 10-20 percent, but with a rate of only 5 percent
on goods produced for export. Latvia and Lithuania allow the deduction
of investment funds from total income to determine what is taxable,
Such bottom line provisions vary across republics as well, but wage
expenditures are generally included in the total corporate income tax.

The present range of rules refleces numerous compromises. During
the earliest phase of the development of cooperatives, taxes on their
incomes were set very low (about S percent) to encourage start-ups
and reinvestment of profit. In itself controversial, this policy led to
fears of rapid enrichment by the members and employees of coopera-
tives and resulted in differentiated individual income tax rates for state
employees and cooperative members. When this arrangement was
replaced by a uniform rate running up to 50 percent, pressure again
developed to tax the cooperatives’ income per se at higher rares. Those
rates, obviously, were much higher in the less-entrepreneurial Russian
Republic and in Central Asia than in the Balric. In most of the USSR,
though, the acmosphere in which cooperative entrepreneurs operace
combines public resentment at the incomes eurned and the prices
charged (and, one suspects, the fact that some people can pay the prices
that most cannot afford) with an official tendency to control, level,
or contain the new businesses. Many reject the rough logic of the market
forces finally set in motion after long prohibition, having witnessed
worsening shorrages and perceived a fall in living standards, at the
same tme that cooperatives, despite all obstacles, have expanded.

Public Opinion

Few indeed can be the Soviet citizens who remember Lenin’s New Eco-
nomic Policy (NEP) of 1921-1928—the iast time a high level of private
enterprise was tolerated in the USSR. Few of today’s citizens can be
totally untouched by the history and crude economics that were instilled
until the Gorbachev period; the “NEPmen” were exploiters and specula-
tors who unjustly enriched themselves and were thus justly bannzd as
the country embarked on the “building of socialism’ under Stalin.
The experience of the Soviet people since then—more than half
a century separates the onset of the first Five Year Plan from the
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coming of Gorbachev in 1985—has been varied: quicet times,
tumultuous times, poverty, relative affluence, rather pronounced
inequalities in wages and salaries, and especially the long period under
Brezhnev when these inequalities were moderated.

The Brezhnev period, while no doubt justly denounced by
Gorbachev's reformers as the time of ““stagnation’ (zastoi), produced
in most of the Soviet population a mind-set, which in two senses has
complicated perestroika and the place of cooperative entrepreneur-
ship within ic. The firsc evokes a rather deep, if general, egalitarian
reaction, intolerant of people within one’s range of vision doing
signiticantly better than oneself. The second reflects an incomprehension
of the markee, the dynamics of supply and demand, and how these
will naturally—in the absence of state control or intervention—play
themselves out.

Given chat encreprencurs will make large amounts of money and
thus enhance visible incquality and that the dynamics of a nascent
market allow them to do so, the massive groweh of cooperatives in
1988-1989 in no way betokens a resolution of the moral ambiguity
of cooperatives in the public mind.?® Those in cooperatives—whether
well-publicized restaurants with high-priced menus, small plants
producing goods, or those that were really engaged in middlemen
activities; those that were honest as opposed to those previously illegal
operators who laundered rubles by declaring them cooperative
income—all ran up against a public attitude criticized by lzvestia:
“Don’t anybody dare live better than 1 do.”"2% For many workers,
disconnected from the market for their product and paid whether that
product was consumed or not, it seemed unjust that others were given
the opportunity to profit by meeting a demand sharpened by long-term
shortages. Typical was the complaint of a tractor driver on a state
farm: when his tractor was down, he made only 2-3 rubles a day
compensation, while “'somcone making bra-fasteners™ could earn 100
rubles in the same day.?”

Deep-rooted feelings are at work here. The cractor driver, if he
is typical, is paid by the furrow, by the acreage plowed, not by the
food produced and marketed. He may earn more by plowing more
but shallower furrows. This is normal, “‘the way it is.”" That the
cooperative must produce the bra-fasteners, that it does so because
there is a market and earns money from the market demand, is strange,
not really normal or immediately self-justifying. To many, demand does
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not justify high prices or high incomes from those prices—nort to people
whose social studies lessons in Soviet schools never explained the
functions of the market, save to condemn them.

To the degree chat retail trade cooperatives (effectively, private
stores) replace state outlets—charging higher prices but having available
the goods the state stores lack—puzzlement and public anger over
market operations in a situation of excess demand will grow. Much
evidence, including that from rescarch on recent Soviet ¢émigrés to the
United States who have seen the alternative,?® indicates that many Soviet
citizens do not realize that the state retail price of bread, meat, dairy,
and other products was heavily subsidized, much lower than production
costs. Even when they do realize, the idea that lines might be short-
ened, that it might be rational to raise prices, or that the artificially
low prices guarantee shortages generally falls on deaf cars. People believe
that they are due a full supply of these goods at the prices quoted in
the near-empty state stores. That many goods are available only from
entrepreneurs at higher prices is not “logical’; it is unjust, underlining
the inequality among would-be consumers, those with cash aplenty
and those without.

Even some convinced reformers have had trouble with the
unleashing of new inequalities by entrepreneurs. In 1987, Tatiana
Zaslavskaia allowed that incomes from private labor might reasonably
rise to double or triple the average stare sector rates but that nine times
those rates would be excessive.?? Workers and other ordinary citizens
can hardly be expected then to applaud. Workers, especially those in
heavy industry, “'signed on” to the social contract: the state provided
the job and the materials and set the pay. It rendered the workers
protected, but dependent, as the logic of Soviet industrial organiza-
tion dictated they were supposed to be. The system did not encourage
initiative; it tolerated sloppy work, and it insulated workers from the
consumers of their product. There certainly are abuses in the
cooperatives: many benefit, after the long drought, from the effective
monopolies they enjoy in their area of enterprise; some are run by
“crooks™; some do sell, into the economy of shortage, goods as shoddy
as unavailable state manufactures at several times the state price.
Grievances against the cooperatives go deeper, however.

Entrepreneurial skills and their exercise, Soviet citizens were
taught for a long time, are wrong, morally inferior; they are
“capitalistic,” "bourgeois.” Many believe this. They believe that
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family-contract lease farming in the countryside will bring back the
kulaks and that “cooperatives in cities will revive the bourgeoisie.” 30
They do not like this. Many fail to make the connection between the
hard work and the long hours that many coooperative workers put
in and cheir carnings. The understanding of the relationship of work
to reward is weak.

How much inequality of earnings can be tolerated under the Soviet
type of socialism? How much is consistent with broad notions of social
justice in workers’ minds? Although one cannot be precise, a likely
answer is not very much. Those who have relied on state sector
employment for their security and rewards have also come to expect
the state to ensure that, in their field of social vision, no ordinary people
make a great deal more than they do. Economists who argue that justice
requires differentiation of reward, that much state sector income is
uncarned, and that high cooperative earnings should be equated with
the quality and quantity of 1esult-producing efforts find that their words
generally make no impression. Their moral and economic arguments,
againsr ingrained popular convictions, count for litdle. As one put it,
“apathy and indifference, thefe, disrespect for honest labor coupled
with the aggre--ive envy of those whose carnings are high even if they
are acquired Lonestly” have taken on “mass proportions.” !

An cnvious leveling-down egalitarianism surely complicates
perestroika’s rocky course. Whether one sees this egalitarianism as
bad or accepts it as fair (and with it the legitimacy of people's desires
not to have their mediocrity underlined by the greacer rewards of
others), it is a social and political fact. Economists dismiss it at their
peril. Those who, like the sociologist V. Z. Rogovin, have egalitarian
sympathics also understand how deep such feelings go and how difficult
they are to reconcile with perestroika. He quotes the revealing words
of a middle-aged woman, employed in the state sector presumably at
a modest income, about a contemporary who earned more by “growing
spring vegetables™ for sale (a commentary in itself on perceptions of
affluence and how it can be gained): "I don't want to live like her;
[ want her to live like me.”"* If many share this conviction, it is stony
soil indeed on which cooperatives aim to grow and develop legitimacy.

In fact, more systematic studies indicate that these views are
widespread. Surveys of opinion among Muscovites show that as many
men believe cooperative entrepreneurs are “reprehensible” (25 percent)
as believe they are worthy of “'respect and support” (23 percent), with
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a remaining 47 percent seeing them as neither better nor worse than
other people. Women, likely to do more of the shopping, express a
harsher view (38 versus 4 percent, respectively), with 33 percent seeing
them like other people in their moral qualities.** Asked to compare
the quality of goods, the time spent shopping, and the prices charged
in cooperatives with those in state sector providers of goods and
services, Moscow men rated quality higher in 44 percent of the cases,
the same in 9, and lower in only 6 percent, with plentiful “‘don't
knows.” But 78 percent of rhe men rated prices higher, as opposed
to only 1 percent who said they were lower. ‘Women, again, were
generally harsher 3t

Data, available only in fragmentary form, from a spring 1989 study
of urbanites in the capitals of the fifteen Soviet republics, offer other
evidence of how marginal cooperatives remain in the public mind:?*s

® Only 45 percent agree that the development of cooperatives is
“necessary.”’

® 56.3 percent have never patronized cooperatives.

® 58.8 percent say the quality of cooperative products “‘does not
suit” them,

® 91.9 percent say the prices charged “don't suit”’ them.

® 76.7 percent agree that it is “possible” that cooperatives can cause
a deficic of cheap goods and a rise in prices.

Of the respondents, 34.4 percent would “‘under no circumstances’
want to work in a cooperative, and 27.4 percent found it “hard to
say,” in contrast to 28.7 percent who indicated they would like to
moonlight in one, 6.7 percent who would like to leave their state sector
jobs and go into a cooperative, and 2.9 percent who already worked
either full- or part-time in one.

The worsening Soviet economic situation of 1989 and 1990 may
well encourage a more favorable view of the cooperative sector as a
locus of employment. Feelings in principle are one thing; the pull of
mcre money in accelerating inflation and the push of threatened
shutdowns of mary typically overstaffed state sector plants are
something else.

Over the long run, though, the development or failure of entre-
preneusship on Soviet/Russian soil will depend heavily on the broad
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culture—the supports it offers or withholds from entrepreneurial
activity. Here, beyond egalitarian impulses and a weak understanding
of market logic, we might add another thought on culture and its
constraints: a “‘culture of work,” as well as a culture of entrepreneur-
ship, is racher poorly developed in both the historical tsarist Russian
and che contemporary Soviet social contexts.

In its Russian variant, the Eastern Orthodox moral and ethical
tradition puc little emphasis or individual conscience, moral striving,
or the development of the individual internal controls that would guide
moral behavior relatively autonomously and focus effort. Methodical
work, well done, as its vwn reward—in a sense, the Protestant ethic—
did not figure so prominently in this culcure as in others farther west.
The serfdom of the agrarian majority, which extended well into the
nineteenth century. and an emancipation that subjected the “‘free”
peasants to taxes and other obligations created an effective external
compulsion. Few, under such a regime, could develop the internal
controls that are essential to the entrepreneur’s organization of ffort.
(Wichin chis value system, financial or material rewards were not
motivators of independent work. Punishment for nonperformance,
yes—but for the legally unfree majority of the population, recognition
of extra performance in enharced rewards played a minor role. The
shape of the economy left little space for acquisition- as opposed to
subsistence-oriented activity on one’s own. The “‘natural state’ of all
save the few was to be poor.)

Various elements of the Soviet institutional and moral structure
altered this pattern in some aspects, but far from totally. Compulsion
and organization again played major roles in Soviet economic develop-
ment, as a peasant mass was changed into a largely blue-collar one;
independent econumic activity, in large measure, was criminalized.
The generally poor base from which industrialization was launched
at the end of the 1920s and the high reinvestment rates lowered living
standards: material motivation was again survival, not prosperity.

In contrast, both Soviet policy and the labor hunger of a wasteful
economy guaranteed employment; the threat of losing a job as an
incentive to develop good work habits did not exist, effectively,
from 1931 unil just recently. And even though the Soviet economy
has presumed to pay according to the “results of work,” these
results have depended on so many people’s actions besides a given
individual's—a factory’s suppliers, the other workers, piece-rate
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setters—that a linking of individual effort and results to pay has been
anything buc direct or reliable.

Finally, though much has rightly been made of the Soviet economy’s
bias toward quantity over quality in production, the culcure of work
has not actually focused on maximum production but on exceeding
(only by a certain amount) the stated production target—for the
individual worker, the division, and the whole plant—thus exrning
bonuses while avoiding an upward raccheting of the plant’s target.
Building in slack in production goals has been as important as investing
labor in meeting and exceeding them.

These practices and procedures common to the vast majority of
the Soviet work force for more than two generations have created a
rather specific work culture that links expected employment security
with a low level of effort, along with modest material expectations
(conditioned by perennial shortages) and egalitarian notions. Entre-
preneurship, as we have already seen, is anything but integral to the
social and cultural system built around the Soviet culture of work.
No one should underestimate how deeply this culture is rooted in the
USSR or the difticulty even an expanding entrepreneurial sector will
have in fixing itself in, or displacing, that culeure.

Cooperatives, Entrepreneurship, Economic Crisis

Beyond the tensions of culture, values, and a sense of social justice
that finds it hard to accommodate encrepreneurial hakits, practices,
and results, the problem of fitting cooperative enterprise into an
overwhelmingly state-run economy has proved very large. The state,
as a ministerial and bureaucratic culture, has been tenacious in its
hold on the grass roots—a tenacity encouraged by the ambiguity of
the economic and moral justification of private enterprise.

The state administers prices and decrees that cooperatives,
seeking to purchase imports, must pay much higher prices than state
enterprises.’® The same cooperatives then, aiming to recover the
higher costs,*” become targets of criticism for the prices they charge.
Cooperatives pay a great deal more than state sector competitors. A
standard truck, priced at 17,000 rubles for state customers, for
example, can cost 70,000 rubles to a cooperarive.?® Other examples
abound, but the real costs of acquiring inputs demand, as well,
energetic, time-consuming legal, sometimes even quasi-legal, dealings
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to get what is needed—and the cooperatives understandably want to
pass on all these costs to customers.

Cooperatives that need significant capital face the general probiem
that the USSR lacks a banking system to provide it: the economy, after
all, has not accommodated such “venturing.” Fledgling cooperatives
may thes find start-up long delayed: in mid-1989, for instance, perhaps
100,000 cooperatives, already legally registered, were not operating,
many becausc of a shortage of finance.? Small, short-term loans are
the rule, which is not surprising given the novelty of the state bank’s
involvement in financing of this sort. Such practices, though, hardly
provide the nurture needed to stabilize cooperatives.

The broader problem, however, is that the state burcaucracy is
set in its prejudices and practices toward control over people’s behavior
and is reluctant to support the new types of economic activity now
legitimated by central authority. The actions of local authorities in
the early phases of the legalization of cooperatives reflected, ro some
degree, not only incomprehension—Why were “capitalists” being
allowed to set up businesses? Could Moscow be serious?—but a fear
or confidence that such license would soon be revoked. When policies
thus changed back, what local party or state official would welcome
his past encouragement of speculators and profiteers on his turf?
Pleading that one’s acts followed the policy line of a given time has
frequently been an effective defense when the line changes.

Many officials were thus confident early on that permissive policies
would be reversed. They certainly placed numerous obstacles in the
way of would-be entrepreneurs. Arbitrary grounds for denial o licenses
were established in many areas, essentially according to loca! whim,
despire public statements from the USSR Prokwratura that what was
not forbidden by way of cooperative or individual enterprise was to
be permitted.*® Licenses have been denied under various pretexts, with
the authorities creating paper barriers of all sorts, not authorized in
the national legislation, which aspiring entrepreneurs must cross before
becoming legally registered. Paradoxically, as central control under
Gorbachev has weakened, the center has less power to limit local
authorities to a definite number of criteria, which, once satisfied, must
result in a legal license. The criteria are multiple and variang; the
outcome, region by region, is uncertain.4!

Existing cooperatives have been closed down when local authorities
have decided cn a hard line. One, making plastic costume jewelry,
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earned nearly 500,000 rubles in its first four months and was closed
by officials who declared its earnings “‘illegal."*2 Another, installing natural
gas service, was closed even though it was managing to provide hookups
about nine times faster than the state organization could:** In some cases,
cooperatives with a very successful start-up period found it advisable
to dissolve, in anticipation of unwelcome attention, even persecution,
from the local state or party officialdom. One cooperative, manufacturing
pancyhose, generated 200,000 rubles for its four members over a four-
month period. It closed down on its own, in anticipation of police
attention to returns that were immense by Soviet pay scales?

Even now, many broad bureaucratic restrictions are imposed on
cooperatives, which remain, despite their numbers, marginal, alien
to official habit and custom and conceptually odd and difficulr to
include in what is still a statist economy. Entrepreneurial achievement,
even when all the customers are happy, is no sure defense in these
circumstances. In a much publicized case, the Moscow cooperative
Tekhnika successfully acqunred recyclable scrap materials, sold these
for hard currency to foreign customers, and set about filling the
computer gap that bedevils Soviet institutions as much as individuals.
Some of the compurters purchased went gratis to the foreign trade
ministry and the state material and technical supply agency (Gossnab)
as compensation for their roles in facilicating the deal. Tekhnika then
sold other computers to an Academy of Sciences institute and to the
Justice Ministry at a healthy profit; so heal hy, in fact, that press
coverage of the whole exercise was largely negative. Thus, a perfor-
mance that linked entrepreneurship with the earning of hard currency
and supplying of deficit goods to Soviet institutions was lost sight of
in accusations of profiteering.*> Lack of computers is normal; the sorts
of profits earned in altering this normality, necessarily large ones, are
rea-lily regarded as abnormal and excessive.

All'in all, this is a formidable list. Bureaucratic interference, a liability
to predation by “protection” racketeers who flourish in the larger cities,
the advisability of bribes to local officials, “‘voluntary" contributions
above the taxes paid on corporate income to local government, cultural
institutions, and the like—all indicate the continuing marginality of the
new entreprencurs in political, legal, and cultural senses.

Added to this, however—and likely to test sorely the prospects for
a broadening and deepening of the private sector in the Soviet
economy—is the growing conviction of the Soviet public and Soviet
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leaders that their economy is falling into an unprecedented crisis
This conviction is backed by no small amount of evidence. Wage
increases unbacked by goods to give them the quality of real earnings
press harder on supplies. While shortages of a wide range of goods
result in rationing in many areas, multiple problems plague the railroad
system over which most goods move, keeping any increased production
from reaching consumers.

This is a portrait of the Soviet economy at the end of 1989—one
in which the chase after goods grows more desperate and the converti-
bility of the ruble into goods ever more questionable; one in which
massive suppressed inflation is beginning to break through in official
price increases, though without any general price reform, and in the
withdrawal of goods from state outlets. :

To much of the public, the cooperative entrepreneurs are among
the major villains in the scenario. Some retail trade cooperatives
probably are guilty: they have the cash in hand to buy up state goods
in short supply and then sell them ar significantly higher prices than
the ones set for them in the enmipty-shelved state stores.4¢ This sort of
speculation or “profiteering” would not cypically earn praise in market
economies, but it would not be regarded as abnormal. In the USSR,
given the popular habituation to other standards and the lack of
understanding or legitimacy accorded to the market at its rawest, it
is regarded as a massive violation of justice.

Bur cooperative entrepreneurs in general are tarred with chis brush.
In the hard times now experienced, they seem, after all, to be the only
ones doing well, the only real beneficiaries of perestroika: an obvious
target for popular frustration. In many areas hit by the wave of miners’
strikes in the summer of 1989, one of the demands was to close the
cooperatives. In the wake of the strikes, top officials of the management-
oriented All-Union Central Council of Trade Unions, seeking to find
common ground with workers who had clearly rejected the unions’
long passivity, Liave been very critical of cooperative ““abuses,”47 ¢ven
urging a freeze through 1991 in the prices cooperatives muy charge.48
Among the bugbears of the generally conservative United Front of the
Workers of Russia-—founded in Sverdlovsk in September 1989, an
organization combining populist appeals by discredited antireform
politicians, blue-collar economic resentment, and rationalist feelings
of Russian workers 'n the non-Russian republics—are the cooperatives
and what they represent.?
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In the face of growing tensions, even principled defenders of
peresrroika and the private sector’s role in it, such as Leonid Abalkin,
the deputy prime minister responsible for implementing the reform,
have trimmed their sails somewhat. In late September 1989, Abalkin
again backed the cooperatives but allowed that abuses mighe require
more local control, including some control on prices.’ In acknowledg-
ment of continuing discomfort with the logic of the market, of economic
levers, and of the temptation to rely again on command-administrative
methods, such tactical moves demonstrate how uncertain the state’s,
and the society's, receptiveness to entrepreneurship remains.

Afterword: May 1991

Since this chapter was completed at the end of 1989, Soviet
cooperatives, the “private” sector, and the numbers employed therein
have continued to expand. But the broad economic context has
changed: whar looked like a drift toward nationwide economic crisis
a year and a half ago has now become a full-blown crisis. Spotty
evidence from opinion polls would seem to indicate increasing
public acceptance of cooperatives—but this is less a product of any
moral/ethical conversion to positive views of entrepreneurship than
a component of a general loss of confidence in the rules and arrange-
ments of the “old"" Soviet economy. Until the announcement of a
still-unclear “crisis program” in April 1991, the Gorbachev leadership
lost valuable time by failing to launch economic *“'shock therapy’ of
the sort that Poland commenced, with harsh but positive results,
ac the beginning of 1990.

The Soviet government, having weathered—barely—the miners’
strike of March-April 1991 and having imposed massive retail price
increases (by decree, rather than through market forces), is now
ostensibly committed to the privatization of virtually all small-to-
medium-scale service and retail operations, and later to privatization,
through the issuance of stock, of inuch larger state-sector enterprise.
Certainly this is a concession to “entrepreneurship,” but a desperate
one. If the crisis program is actually implemented, many unprofitable
enterprises will close. Unemployment must come; it will take
cooperative and “private” sector growth to absorb those laid off, All
in all, it is a tll order for an economy largely out of control in
mid-1991 —GNP down; a massive state budget deficit that exceeded,
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in the first quarter of 1991, the deficit projection for the whole of
the year; the threat of hyperinflation looming. It is perhaps most
accurate to say that if the time of entrepreneurship and a marker culture
has not yet arrived in the USSR, then the time of the old economy
is already past. The people of the USSR—of nine republics thar
seem committed to remaining within some federation and six more
that have signaled an intent to secede—are living in a period of
uncerrain transition,



am’

Notes

Chapter 1: Brigitte Berger

1. Nathan Rosenberg and L. E. Birdzell, Jr., How the West Grew Rich: The
Economic Transformation of the Industrial World (New York: Basic Bools, 1986).

2. See David Birch, Entrepreneurship and Employment (New York: Basic
Books, 1986), and George Gilder, The Spirit of Enterprise (New York: Simon
and Schuster, 1984).

3. Alan Woods, Develspment and the National Interest: U.S. Economic
Agsistance in the 215t Century (Washington, D.C.: Agency for International
Development, 1989).

4. Sec, for example, Gillian Godsell, **Black Entreprencurs in South
Africa” (Ph.D. diss., Boston University, 1990) sec also Chapter 6 in this
volume); Cecilia Mariz, “The Religious Factor in Economic Advance-
ment among the Brazilian Poor” (Ph.D. diss., Boston University, 1988);
Davia Martin, Tongues of Fire (Oxford: Basil Blackwell, 1990); and Hernando
de Soto, The Other Path (New York: Harper and Row, 1988).

5. Pewr Berger, The Capitalist Revolution (New York: Basic Books, 1986).

6. Robert F. Hebertand Albert N. Link, The Entrepreneur: Mainstream
Views and Radical Critigues (New York: Pracger, 1984).

7. Redding’s findings arc reported in S. Gordon Redding, The Spirit
of Chinese Capitalism (New York: Walter de Gruyter, 1990).

Chapter 2: Brigitte Berger

1. Albert Hirschman, The Strategy of Economic Development (New York:
Free Press, 1965).

2. Alexander Gerschenkron, ““The Modernization of Ertrepreneur-
ship,” in Myron Weiner, ed., Modernization and the Dynamics of Growth (New
York: Basic Books, 1966).

3. Myron Weiner, ed., Modernization and the Dynamics of Growth; and
Marion Levy, Modernization: Latecomers and Szrvivors (New York: Basic Books,
1972).

4. Emanuel Todd, The Causes of Progress (Oxford and Cambridge:
Basil Blackwell, 1987).

5. Rudolf Braun, “The Demographic Transition of the Canton of
Zurich in the 18th and 19th Cencury,” in Charles Tilly, ed., Historical Studies
of Changing Fertility (Princeton: Princeton University Press, 1978).

Previcus Pags Blani



212 Notes to Pages 16-24

6. Douglass North and Robert Thomas, The Rise of the Western World:
A New Economic History (Cambridge: Cambridge University Press, 1973).

7. Braun, “The Demographic Transition of the Canton of Zurich.”

8. Gianfranco Poggi, Calvinism and the Calvinist Spirit: Max Weber's
Protestant Ethic (Amherst: University of Massachusetts Press, 1983).

9. Jean-Francois Bergicre, "“The Industrial Bourgeoisie,” in P. Kilby,
ed., Entrepreneurship and Ecomomic Development (New York: Free Press, 1971).

10. Picrre Jeannin, Merchants of the Sixteenth Century (New York: Harper
and Row, 1972), p. 68.

11. Karl Helleiner, “"The Moral Conditions of Economic Growth,”
Journal of Economic History 11 (1951): 97-116.

12, Max Weber, The Protestant Ethic and the Spivit of Capitalism (London:
Unwin, {1905] 1958).

13. Gordon Marshall, In Search of the Spirit of Capitalism (New York:
Columbia University Press, 1982); Poggi, Calvinism and the Calvinist Spirit; Alan
MacFarlane, The Culture of Capitalism (Oxford and Cambridge: Blackwell, 1987).

14. Norbert Elias, The History of Manners: The Civilization Process (New
York: Panthcon, 1982).

15. David McClelland and David Winter, Aotivating Economic Achieve-
ment (New York: Free Press, 1964).

16. Joseph Schumpcter, A Theory of Economic Development (Oxford and
Cambridge: Oxford University Press, 1961); P. Kilby, ed., Entreprenenrship
and Economic Development (New York: Free Press, 1979); Peter Morris and
Anthony Somersct, African Businessrian: A Study of Entrepreneurship and Develop-
ment (London: Routledge and Kegan Paul, 1971).

17. Talcote Parsons and Neil Smelser, Economy and Society (New York:
Free Press, 1956); Fred W. Riggs, Administration in Developing Societies (Boston:
Houghton Mifflin, 1964); and Everete £. Hagen, The Economics of Development
(Homewood, Ill.: Dorsey, 1968).

18. Hansfried Kellrer and Frank Henberger, Hidden Technocrats (New
Brunswick, NJ.: Transaction Press, 1991).

19. Peter Berger, Brigitte Berger, and Hansfried Kellner, The Homeless
Mind: Modernization and Consciousness (New York: Random House, 1973).

20. Clark Kerr et al., Industrialization and Industrial Man (Cambridge:
Cambridge University Press, 1960).

21. Edward Banfield, The Moral Basis of a Backward Society (Cambridge,
Mass.: Harvard University Press, 1953).

22. Maurice Freedman, “The Family in China, Past and Present” in
Harold Skinner, ed., The Study of Chinese Society: Essays by Maurice Freedman
(Stanford: Stanford University Press, 1979).

23. Gilbere (Sin-Lun) Wong, School of Management, Hong Kong,
“The Chinese Fainily Firm: A Model,” The British Journal of Sociology,



Notes to Pages 25-35 213

Vol. XXXVI (November 1, 1985); S.K. Lau, Society and Palitics in Hong Kong,
(Hong Kong: The Chinese University Press, 1938); S. Gordon Redding, The
Spirit of Chinese Capitalism (Berlin & New York: Walter de Gruyrter, 1990).

24. Janet Salaff, The Working Danghters of Hong Kong (Cambridge and
New York: Cambridge University Press, 1982).

25. Hugh Baker, Chinese Family and Kinship (New York: Columbia
University Press, 1979).

26. Hernando de Soto, The Other Path (New York: Harper and
Row, 1988).

27. Peter Lloyd, Slums of Hope? Shanty Towns of the Third World (New
York: St. Martin's Press, 1979).

28. Lisa Peattie, “"The Concept of Marginality as Applied to Squatter
Settlements,” MIT Department of Urban Planning, unpublished, n.d.

29. Cecilia Mariz, “The Religious Factor in Economic Development
among the Urban Poor in Brazil,” (Ph.D. diss., Boston University, 1988);
and David Martin, Tongues of Fire (Oxford: Blackwell, 1990).

30. Bryand Roberts, Cities of Peasants (Hollywood, Calif.: Sage Publica-
tions, 1979).

31. Arthur H. Cole, *"1946 Presidential Address to the Economic History
Association,” in Hugh G. J. Aitken, ed. Explorations in Enterprise (Cambridge,
Mass.: Harvard University Press, 1965).

32. Bernard Rosen, The Industrial Connection (New York: Aldine, 1982).

33. W. J. Goode, World Revolution and Family Patterns (New York:
Free Press, 1963).

Chapter 3: Don Laroie

Lwould like to thank Arjo Klamer for steering my thoughts in this divection and the
participants in the **Culture of Entrepreneurship'” conference and Karen Vaughn for
belpful comments on an earlier dyaft.

L. T am deliberately confining the idea of encreprencurship to the
creative actions that contribute to economic development in market contexts
and will not address entreprencurial actions in government contexts.

2. In maost of the social sciences, however, there are encouraging signs
that culture is being taken more seriously, for example, in the studies on
political culture, and in the management literature’s attention to corporate
culture. Yet mainstream social science still treats human society as if it were
a cultureless mechanism, and economics remains almose completely oblivious
to cultural aspects of economic institutions and processes.

3. This chapter proceeds using a still-incomplete theory, which I would
call an “interpretive” approach to economics. It has been influenced noc
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more effectively chan others. My question here is, 1 chink, a mote fundamental
one: How does any entieprencurial ace depend on a culeural coneext?

6. 1 will argue, however, that the Austrian school’s overly indi-
vidualistic way of thinking about subjective meaning limits its abilicy to
grapple with culture.
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I'am following Kirzner in focusing on the more intellectuai side of the entre-
prencurial process, but neither he nor I intend to underestimate the extent
to which the process is a practical one. For an elaboration of the practical
aspects, see Klamer, unpublished manuscript on entreprencurship and rhetoric.
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Chapter 4: Janet T, Landa
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